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TECHNOLOGY CONTRACT DRAFTING 2010
Introduction Sections: 

The introductory paragraph of a contract should set forth several key pieces of information that dictate the overall relationships of the parties. There are numerous ways to go about drafting an introductory paragraph, but they should, at a minimum (and perhaps maximum) have the followings items. 

1. The Agreement: The name of the agreement should be identified, and the defined term the parties want to use to refer to this agreement. 

Example: This Professional Services Agreement (the “Agreement”). 

Drafting note: As a matter of style, you may want to identify all defined terms in bold or italics so they are easier to find in the agreement.

2. The Parties: The formal names of the parties should be spelled out here with particularity. If it is a corporation or LLC, you must use the exact spelling that is on file with the secretary of states office. If it is off by a comma or period, it could be challenged for validity if there are similar names.  You also may want to provide the addresses. However, this can make the paragraph unnecessarily long, so you can also have the address in the Notice Section or in the signature blocks. 

You should also indicate the state of incorporation or partnership, if applicable.  
This section is where you define all of the names of the parties that will be used as defined terms in the Agreement.

Also, if there are any “doing business as” or affiliates that are going to be a party to the contract, these names should also be mentioned.  Watch out for DBAs. These are “nicknames” of the formal corporation. If you register that name with the Secretary of State and go through a process of publishing the name in newspapers, etc…, then you can typically use that name to sign contracts. If you or the other party has not formalized the DBA, then it can be used as evidence that it was not the company that entered into the agreement, but rather the individual who signed the contract. In that case, the personal assets could be used to pay off contract liabilities. 
Example: by and between Techco, Inc., a Delaware corporation (“Techco” or “Buyer”) 
3. The Effective Date: The parties should decide what is going to be the date that the agreement becomes effective against the parties. If it is silent, the courts may infer that it is the date of the last signature. Typically, the parties will establish a fixed date. This has many benefits, in that all parties in the future will know when the contract started to avoid ambiguity. 

There are numerous other provisions in the agreement that may key off of the Effective Date. For example, warranties may start to run on the Effective Date. Milestone and delivery dates may be fixed off of the Effective Date, plus 2 months, for example. The Term of the agreement is also typically fixed off of the Effective Date.  
Many times, the parties will state that the Effective Date is the date of the last signature, or they will key the Effective Date as a point in the future, such as when a party obtains financing for goods. 

It can be tricky to have a date that is set in the past because of potential accounting and tax issues because certain revenue may be recognized in another reporting period, for example. 
The date the contract becomes effective can be important with regard to contract timing and enforcement (see East Central Oklahoma Elec. Corp., Inc. v. Oklahoma Gas & Electric Co.)
Fees and Payment:
· Is there a description of what is being paid for?

· Scope of project section or exhibit with specifications for custom projects

· Products

· “per seat”,  per month, shrink wrap, download

· Software as a Service

· volume or usage

· per seat or per month

· fixed or variable

· Services

· Time and materials (cost per hour + expenses)

· Per individual or job description

· Fixed bid

· NTE: not to exceed

· Good for buyer – places risk on provider

· Good for provider if they can manage project costs

· If exceed, then they are on the hook

· Usually complicated delegation of responsibilities 

· Not liable to extent delay caused by buyer

· All parties interested in making sure the price is right

· Freeze on price increases during Initial Term? Renewal Terms? Term? 

· Terms:

· “Net 30, 2% 10”: discount means..

· Net 30 means that buyer will pay seller in full on or before the 30th calendar day (including weekends and holidays) of when the goods were dispatched by the seller or the services were fully provided, but there is a 2% discount on the gross amount if paid within 10 days.

· Are there pricing details:

· If simple, typically find fee in the scope of project language in the body of the agreement

· If complex: Typically in a pricing exhibit

· Master agreement with multiple SOWs for PS work (Services)

· Order form with menu of prices (Products, SAAS and Services) 

· Specific invoicing requirements

· All invoices must contain PO # in order to be valid

· Invoices not sent within 90 days will not be valid or payable

· Itemization for certain line items

· Late payment:

· Assess fees without contract language? 

· Only assess if in written agreement – 

· "Accounts not paid within terms are subject to a ___% monthly finance charge."

· Don’t charge more than 10% for consumer, or 18% for commercial contracts

· Provide a carrot of 2% for early payments – often works out better on PV basis

· Liquidated damages risk – keep low but enough to incent and not become a source of financing

· Make X number of months a material breach of the agreement

· Offsets permissible? 

· “Buyer will, in addition to whatever other remedies are available to Buyer, have the right to offset any fees owed to Vendor under this Agreement.”

· Currency? US Dollars invoice and payment?

Invoicing:

· Payment terms

· Payment due X days from receipt (or dispatch) of  invoice

· Payment due “in advance” or “arrears” 

· Content Provider’s flat fee vs. variable ad impression example – common in Web 2.0 contracts

· Set the date the invoice will be issued

· Milestone payments

· Milestone 1: 10% 

· Need acceptance criteria and process to move “through the gates”

· Can have numerous milestones for a single project, and a final milestone for approval of the project and release of final payment

· Purchase order 

· Mediation or arbitration for payment amounts below $ X.

· Payment Details

· Provide detail in contract how the buyer is to pay?

· Check, bank wire transfer, credit card, etc…

· “Signature on File” transactions

· Taxes

· Are there taxes due?

· Service? the buyer has to pay

· Products

· Important to note because of audit risk

· If Buyer is responsible but isn’t the one who would be aware of the liability, is there a carve out for non-notice? 

· If Buyer pays Seller for the taxes, and there is a refund, does the language state that the Buyer gets the refund?

Example 1:

Payment.  Company will pay Seller the fees described in Exhibit A for the Seller Services provided under this Agreement.  Each payment hereunder is due within thirty (30) days after Company receives the relevant Seller invoice.  

All payments are due in full (without offset, setoff, discount for early payment, or any other deduction).  Any monthly invoices will reflect fees due in consideration for the Seller Services provided hereunder during the prior month.  

All fees: (a) will be reported and are payable solely in U.S. dollars, by check or wire transfer, and otherwise in accordance with the terms stated on Seller’s invoice; (b) will be delivered to Seller at the address on the first page of this Agreement (or otherwise as reasonably directed by Seller); and (c) are deemed fully earned as of the invoice date.  Seller may assess a finance charge of 1.5% per month (18% per annum) or the highest lawful rate, whichever is less, on all past due amounts.  Fees quoted in Exhibit A are net of all taxes, and Company will also pay all federal, state, or other taxes (other than taxes on Seller’s net income) imposed in connection with this Agreement or performance of any Seller Services.

Example 2:

Invoicing. 
Except as otherwise provided for in this Reseller Agreement, Seller’s invoices for Platform Services will be forwarded after delivery of the applicable Platform Services to Reseller or its designee, and undisputed invoices are then due and payable net thirty (30) days from receipt of such invoice by Buyer.  All invoices shall be paid in United States dollars.

 
(a)
Seller shall send invoices as follows: 

TERM AND TERMINATION:
Term:

[start] + [initial term] + [extension term(s)] 

· Term Start: 

· can be effective date as defined or 

· some other date (risky), such as “launch date”

· Initial term: 

· effective date + X years

· easy  for everyone to track, but may be too soon in some circumstances

· some event (launch )  x years

· difficult to track but may be in benefit of provider

· often difficult to define and agree upon

· email or written notification of event

· perpetual (usually with termination for convenience)

· until objective is completed

· “the earlier of” or “later of” two options

· Renewal terms

· Automatic unless either party provides X days prior to the end of the then-current term not to renew – 

· Point of negotiation – usually in favor of buyer – to renegotiate more favorable terms

· Auto-termination unless either both parties agree to an extension no less than X days

· Annual or monthly renewals? 

· Right to change prices and other terms in new term? 

Termination:

· Termination for cause

· Breach (material) of any provision or specific provisions

· Payment after x days?

· Exceed scope of license

· Failure to perform service in a workmanlike manner to high industry standards. This gives a company the ability to trigger a credible threat without the need for a formal SLA breach, as long as the legal venue is in that company’s location because they can just say – you’re breaching the agreement because of X which falls short of high industry standard, and if you don’t cure, we’re done. Assuming the other side doesn’t have much leverage other than withholding services, they will only be able to sue in the other company’s venue, which is not very attractive in most cases. 

· Fail to deliver X on Y date

· SLA breach and Chronic SLA breaches

· i.e. 2 times in any 1 month or 3 times over 2 month period

· liquidated damage for certain events – avoids litigation 

· i.e. fail to deliver final deliverable by X date

· Consider limiting the breach to material breaches of certain sections, as opposed to ALL of the sections, such as reps / warranties, confidentiality, payment, indemnification, license grant, work product quality or delivery times, SLA, etc…

· Notice of termination requirements – formality 

· Rights  to cure? 30 days or reasonable time

· Look at “curable” (they have 30 days to fix it before you terminate) and “uncurable” breaches (where you cut the ties immediately) or something in between for certain breaches, like 5 days to cure quality issue. You don’t want them to drag out poor service in 30 day intervals. Breaches of confidentiality may be immediate because once there is an improper disclosure, there is no cure. 

· Limitation on remedies? Is termination the only remedy?

· Tied to dispute resolution procedures of mediation, arbitration and litigation?

· Termination for convenience

· “For any reason or no reason”

· Unilateral or bilateral 

· Usually in favor of buyer of services

· Tactically very strong negotiating position

· Long wind down period is fairer

· Early termination fee – usually the service provider has negotiated pricing for the total contract value. Early termination hurts value. Need to renegotiate price if they need early out. 

Consequence of Termination:

· License rights – use of service terminates?

· Service agreement

·  Wind down period of x days 

· Limited to non-breaching party

· Breaching party not entitled to wind-down period

· Establish continuing set of rights – license-lite

· Fees?

· License agreement:

· Termination of all rights

· Return of all material or confirmation of destruction

Note: One of the most important considerations in an agreement for services are the “out” options. Typically, the buyer is going to want to get out of the deal if the service falls below the expected levels. However, SLA’s are often difficult to nail down to cover all objectives, particularly if it is a new service for the buyer. So you should try to chart all of the problems that you can anticipate that may raise over the course of the agreement that would want to make you try to get out of the deal. Then add in those trigger points into the agreement as a material breach of the agreement. Then try to figure out whether you want to have the cure period apply to the breach that would give them a chance to fix the problem.  So when the Biz Dev guy asks, what are my outs, explain the various termination rights in the agreement, both for cause and for convenience. 

If you are the service provider, then you want to limit the discretion of the buyer to pull the plug on the contract arbitrarily. You will want to tie their termination rights to objective metrics. If there is no pre-payment for services, then the buyer is in the driver’s seat if there is “fuzzy” language around their rights to terminate. They can use it to exact a lower price for the service, or jump ship to a competitor who has priced your service lower. However, you will want to make sure that non-payment is a material breach of the agreement at a specific point in time – such as 10 days after the due date. You can have it subject to a cure period, but then they might just build that extra time into their payment period. 

TERM AND TERMINATION EXAMPLES:

Below is an example how to chart a contract term. It is an effective way to manage and understand simple and complex term structures. 

EXAMPLE 1:

a. Term.  The initial term of this Agreement (“Initial Term”) begins on the Effective Date and, unless earlier terminated as provided in this Section 10, and will continue for three (3) years from the Effective Date. The Agreement will automatically renew for one (1) twelve (12) month term (the “Renewal Term”), unless either party gives notice of non-renewal to the other at least ninety (90) days before the end of the Initial Term. The Initial Term and Renewal Term are collectively the “Term”.              

Assume the Effective Date is February 1, 2010, and the Launch Date is August 31, 2010, when does the Initial Term expire? 

Assuming no one gives notice not to renew, how long can the Term go until?

b. The initial term of this Agreement (“Initial Term”) begins on the Effective Date and, unless earlier terminated as provided in this Section 10, and will continue for the earlier  of (i) three (3) years from the Launch Date  or (ii) April 13, 2013.  The Agreement will automatically renew for one (1) twelve (12) month term (the “Renewal Term”), unless either party gives notice of non-renewal to the other at least ninety (90) days before the end of the Initial Term. The Initial Term and Renewal Term are collectively the “Term”.

If (i) controls:

Assume the Effective Date is February 1, 2010, and the Launch Date is August 31, 2010, when does the Initial Term expire? 

Assuming no one gives notice not to renew, how long can the Term go until?

When is the latest point in time that a party can provide notice not to renew?

EXAMPLE 2:

Term.  The initial term of this Agreement (“Initial Term”) begins on the Effective Date and, unless earlier terminated as provided in this Section 10, and will continue for the longer of (i) three (3) years from the Effective Date or (ii) two years from the Launch Date.  The Agreement will automatically renew for successive terms of no more than three (3) one (1) year periods (each a “Renewal Term(s)”), unless either party gives notice of non-renewal to the other at least ninety (90) days before the end of the then-current term. The Initial Term and Renewal Term(s) are collectively the “Term”.

Assume Effective Date is February 1, 2010.

Launch Date is September 30, 2010.

Please draw a chart to reflect the above timing of the contract:

If (i) controls:

If neither party gives notice not to renew during the Term, what is the maximum length of the Term? 

When is the soonest date that a party could give notice to terminate under this section? 

When is the latest date that a party could give notice to terminate under this section? 

EXAMPLE 3:

This Agreement shall commence on the Effective Date and remain in force until the date of expiration of the last surviving Licensed Database contained in an attached Schedule (the “Term”); unless it terminates or expires in accordance with its terms.

TERM 

France: The initial term of the France database license is eighteen (18) months (12 months + 6 months free) from the Launch Date of the France Licensed Database. Thereafter, the term shall automatically extend for an additional (12) months unless either party provides the other party with written notice at least ninety (90) days prior to the expiration of the extended term. 

Germany: The initial term of the Germany database license is eighteen (18) months (12 months + 6 months free) from the Launch Date of the Germany Licensed Database. Thereafter, the term shall automatically extend for an additional (12) months unless either party provides the other party with written notice at least ninety (90) days prior to the expiration of the extended term.
Create a chart path for this Term: 

Assuming the Effective Date is February 8, 2010 and the Launch Date for France is May 1, 2010, when does the French database license expire? 

Assuming the Effective Date is February 8, 2010 and the Launch Date for Germany is august 1, 2010, when does the German database license expire?

INtellectual property
1. What is the licensed and the scope of the license?

License should address: Who, what, when, where, and how?

At the outset of the license grant, the Licensor should make the grant conditioned on compliance with the terms of the agreement. 

2. What is the licensed and the scope of the license?

License should address: Who, what, when, where, and how?

	Limitation on the License (How)
	Individual Copyright Rights to Grant  (How)
	Limitation on the Use (How)
	The Code that is subject to the licensed (What)
	Duration or time limit of the license (When)
	Limitations on the location where code can be used (Where)

	Non-exclusive

Non-transferable

Royalty-free

Irrevocable

Worldwide

Fully Paid Up

Perpetual

Sublicensable


	Reproduce
 (Statutory)
Prepare Derivative Works(Statutory)
Distribute
 (Statutory)
Publicly Display (Statutory)

Publicly Perform (Statutory)

Access

Use
 (pseudo-right)

Copy

Modify
 (derivative works)

Manufacture 

Have made

Sell

Sublicense

Note: This font identifies the Section 106 exclusive copyrights
	Solely for the purpose of …

- Internal uses

- Providing the services

- personal use

- Set forth in Exhibit A
	- object code

- source code

- defined in Exhibit A

- shrinkwrap

- delivered to

- access at (URL)


	- begins?

-ends?

- Through Term of agreement

-post-Term? Portability
	On the platform

At # address

On # machines

In the US

In the “Territory”




	Definition of Scope of License 
	Should be broad as possible including all updates, enhancements, versions and releases. [link note: warranties and other obligations are tied to the definition of the product]

	License Grant: who gets to use it
	Licensee wants employees, agents, affiliates, etc… Licensor can make a list of affiliates with 50% + ownership.  “internal uses” is also part of the grant.

	Contractors. 

	Any license granted to Distributor includes suppliers and contractors providing services for or on behalf of Distributor.

	No Implied License
	There are no implied licenses or other implied rights granted, and all rights, save for those expressly granted hereunder, shall remain with X or Z as the case may be.  



	
	


	License Grant: who gets to use it
	Licensee wants employees, agents, affiliates, etc… Licensor can make a list of affiliates with 50% + ownership.  “internal uses” is also part of the grant.

	Contractors. 

	Any license granted to Distributor includes suppliers and contractors providing services for or on behalf of Distributor.

	No Implied License
	There are no implied licenses or other implied rights granted, and all rights, save for those expressly granted hereunder, shall remain with X or Z as the case may be.  




Standard License Terms: 

During the Term [and subject to compliance with the terms of this Agreement] Company A hereby grants Company B a [INSERT LIMITATION ON LICENSE] right to [INSERT INDIVIDUAL COPYRIGHT GRANTS] the [INSERT THE LICENSED MATERIAL] to [INSERT LIMITATION ON USE] during [TIME RESTRAINT] on [LOCATION  OR OTHER LIMITATION].
3. Other things to consider

Is the License grant subject to compliance with the terms of the Agreements? ____________. This means that the license terminates if the licensee doesn’t act as agreed upon. This allows the licensor a lot of control to the licensee’s conduct, and more importantly, gives the licensor a non-judicial path to enforce the contract, which is the Holy Grail of contracts. 

Is there a license to use third party licenses brought into the deal by both parties? Need to make sure that the licensor is covered in the event that the customer is required to secure licenses that are needed for the services, and they do not obtain the license. We could be in contributory liability if on notice. Need license, representation, and indemnification.) _________________ 

How is the IP basket defined? Is it referenced in the warranty and indemnity sections? A large IP basket that cedes ownership to you could also be a liability if you have to indemnify the other side for all of your IP. Also watch the limitation of liability for an IP infringement carve out from the liability cap – meaning you are on the hook to defend them for problems anything in your IP basket causes to them – without limitation. 

Is there any developed code under the license? That will change the license because there could be mixed code. Need to address if there is joint ownership, or ownership with underlying perpetual licenses or quasi-ownership of embedded code. Also, it is important to make sure the parties have the rights to any underlying code that might be thrown into the mix. 

Watch out for any IP licenses that survive the term of the agreement. This gives the licensee leverage in renegotiations because it already has the thing that the licensor would use to gain leverage itself. It may make the IP portable post contract. Usually the licensor can leverage maintenance and support where the licensee will be given product upgrades for the price included. Otherwise, the licensee runs the risk of having to but a new license. Think of Distributor Word. You can buy a license to the shrink-wrapped product, but if you want the upgrade, you have to pay extra for it. Or you can enter into a licensing plan where they provide you with all new version as part of the annual fee. 

________________________________________________________________________

Section 106 Exclusive Rights:

§ 106. Exclusive rights in copyrighted works

The owner of copyright under this title has the exclusive rights to do and to authorize any of the following:

(1) to reproduce (copy) the copyrighted work in copies;

(2) to prepare derivative works based upon the copyrighted work;

(3) to distribute copies of the copyrighted work to the public by sale or other transfer of ownership, or by rental, lease, or lending;

(4) in the case of literary, musical, dramatic, and choreographic works, pantomimes, and motion pictures and other audiovisual works, to perform the copyrighted work publicly;

(5) in the case of literary, musical, dramatic, and choreographic works, pantomimes, and pictorial, graphic, or sculptural works, including the individual images of a motion picture or other audiovisual work, to display the copyrighted work publicly; and

(6) in the case of sound recordings, to perform the copyrighted work publicly by means of a digital audio transmission.

Works Based on Pre-existing Works:

Derivative Works:

Pre-existing Work: 

- owned by the creator

- owns right to allow licensees to create derivative rights as well

- GPL licenses “infect” other code if linked to, etc… so internal use is okay, but if you want to distribute it, then all other derivative code must be released as GPL source code with the GPL license terms

Derivative Work:

- need license from creator to 

“abridgement, translation, modification, revisions” 

- “derivative work must incorporate protected work in some permanent form” (Nintendo – 9th Cir)

- if authorized, the licensee owns the code derived from the pre-existing work

- creator does not have rights to use the derivative works

- if creator cares about having the right to derivative works, needs to get license up front

- licensee does not have any additional rights to the underlying pre-existing work, so once the license ends, so does the right to the underlying work – so licensee should try to obtain perpetual and irrevocable rights to pre-existing – otherwise, not much use

- if deemed derivative work, then it is either authorized licensed work or unlicensed infringement – SO other side will argue it is independent, not derivative. 

APPLICATION: 

(a) Library – dynamic linking (device drivers) no Derivative Work

(b) Kernel / module / plugin – embedded hooks or wrapper = derivative works

(c) Translation – new O/S or language = derivative work

Compilations:

·  a work formed by the collection and assembling of preexisting materials or of data 

· that are selected, coordinated, or arranged in such a way that the resulting work as a whole constitutes an original work of authorship. 

· The term “compilation” includes collective works. A “collective work” is a work, such as a periodical issue, anthology, or encyclopedia, in which a number of contributions, constituting separate and independent works in themselves, are assembled into a collective whole.

The drafters of the Copyright Act explained the differences between a compilation and a derivative work this way:

Between them the terms “compilations” and “derivative works” which are defined in section 101, comprehend every copyrightable work that employs preexisting material or data of any kind. There is necessarily some overlapping between the two, but they basically represent different concepts. A “compilation” results from a process of selecting, bringing together, organizing, and arranging previously existing material of all kinds, regardless of whether the individual items in the material have been or ever could have been subject to copyright. A “derivative work,” on the other hand, requires a process of recasting, transforming, or adapting “one or more preexisting works”; the “preexisting work” must come within the general subject matter of copyright set forth in section 102, regardless of whether it is or was ever copyrighted.

                          17 U.S.C. § 103. In this respect, creators of derivative works and compilations are in slightly different positions: The creator of a derivative work needs an authorization (i.e., license) from the owner of the copyright to the underlying work(s) to create the derivative work in the first place––and then later to reproduce or distribute it. Such license has to specifically allow the preparation of derivative works. With respect to compilations, such a specific authorization is not required to ensure the lawfulness and thus acquisition of ownership rights in the compilation.

Databases: Snap-on created a database of pricing and parts for Mitsubishi. Mitsubishi fired Snap-on and hired another developer, who scraped the Snap-on site to obtain the database code from Snap-on for Mitsubishi. Snap-on sued the developer for copyright infringement. “In Snap-on, it's tough for anyone to argue that pricing and parts information is copyrightable. With this in mind, Snap-on argued that the "database structure" is entitled to copyright protection and Snap-on owned the copyrights in the structure. 

The court went through the Feist analysis. In Feist, the court held that a "factual compilation is eligible for copyright if it features an original selection or arrangement of facts, but the copyright is limited to the particular selection or arrangement. In no event may copyright extend to the facts themselves." Lower courts have applied Feist and found that databases containing facts may be copyrightable. The defendant argued that the "arrangement" or the database structure was obvious and was thus not entitled to copyright protection. The court again agrees with Snap-on that factual disputes preclude summary judgment on copyrightability and ownership.

Sample IP Language (US) Favorable to Service or Platform Provider:

Provider Ownership.  As between the parties, Provider or its suppliers own all right, title and interest in the Provider Platform, Provider Applications, Provider Application Modules and Provider Content and any other materials made available by Provider to Company in relation to this Agreement, and any technology or property developed by Provider, including without limitation, all patents, copyrights, trade secrets and other intellectual property rights therein together with all enhancements, modifications, alterations, adaptations, improvements and derivative works thereto (collectively “Provider IP”). 

Company Ownership. As between the parties, Company or its suppliers shall own all right title and interest in the Company Applications, Utterances, Whole Call Recordings and Personal Information and any technology or property developed by Company, including without limitation, all patents, copyrights, trade secrets and other intellectual property rights therein together with all enhancements, modifications, alterations, adaptations, improvements and derivative works thereto, to the extent it does not constitute Provider IP.  (Note: this is a key clause because it limits the amount of IP claimed by Company because Provider IP also includes “enhancements, modifications, alterations, adaptations, improvements and derivative works” to the IP provided by Provider. Which is arguably most everything of importance to Provider. 

All rights not expressly granted herein are reserved to the owners, and no additional rights are granted by implication, estoppel or otherwise.

Sample IP Language (US and EU) Favorable to Purchaser:

Ownership of the Work / Deliverables.

Any and all rights, title, ownership and interest in and to copyrights, trademarks, service marks, trade names, trade secrets, patents, and any other rights to any computer program or routines know-how, inventions, documentation, translations, text and other works of authorship, and any other intangibles as well as the prototypes, samples, copies, and other materialized forms of the foregoing intangibles, recognized in any jurisdiction, whether or not perfected (“Proprietary Rights”) to the Work shall vest exclusively in Content Provider upon creation. If under mandatory law, Proprietary Rights do not vest in Content Provider upon creation, Consultant hereby assigns all Proprietary Rights to any Work to Content Provider, effective upon creation. To the extent that under mandatory law, rights can only be assigned after creation, Consultant hereby irrevocably agrees to assign, immediately following the creation, all Proprietary Rights to the Work exclusively to Content Provider. To the extent that under mandatory law, Proprietary Rights cannot be assigned, Consultant hereby irrevocably agrees to grant, and hereby grant, to Content Provider an exclusive (excluding Consultant), perpetual, irrevocable, unlimited, worldwide, fully paid, and unconditional license to use and commercialize Proprietary Right to the Work in any manner now known or in the future discovered. To the extent such license grant is not fully valid, effective or enforceable under mandatory law, Consultant hereby irrevocably agrees to grant, and hereby grant, to Content Provider, such rights as Content Provider reasonably requests in order to acquire a legal position as close as possible to full and exclusive legal ownership. In case that under mandatory law, Consultant retains any moral rights or other inalienable rights to the Work under this Agreement, Consultant agrees not to exercise such rights, until  have provided prior written notice to Content Provider and then only in accordance with any reasonable instructions that Content Provider issues in the interest of protecting its rights and the rights of its customers. Consultant will not submit any code to Content Provider that creates an obligation on Content Provider to comply with any third party licensing restrictions, including but not limited to any open source licenses. 

Sample IP Language Favorable to Purchaser of Deliverable:

Any and all rights, title, ownership and interest in and to copyrights, trademarks, service marks, trade names, trade secrets, patents, and any other rights to any computer program or routines know-how, inventions, documentation, translations, text and other works of authorship, and any other intangibles as well as the prototypes, samples, copies, and other materialized forms of the foregoing intangibles, recognized in any jurisdiction, whether or not perfected (“Proprietary Rights”) to the Work shall vest exclusively in CLIENT upon creation. If under mandatory law, Proprietary Rights do not vest in CLIENT upon creation, Caleris hereby assigns all Proprietary Rights to any Work to CLIENT, effective upon creation. To the extent that under mandatory law, rights can only be assigned after creation, Caleris hereby irrevocably agrees to assign, immediately following the creation, all Proprietary Rights to the Work exclusively to CLIENT. 

Work for Hire: 

Copyright Act of 1976, 17 USC 201(a). 

The general rule is that the author of the work owns the copyright. 

The Copyright Act exception called the "work for hire" doctrine. (If the facts establish that the "work for hire" doctrine applies, the person for whom the work was created (in this case the shop owner) would own the copyright)

(a) employees create works within the scope of their employment (don’t need “Work for Hire” language in a contract) or 

(b) certain type of work (see below) + specially ordered or commissioned (can’t already exist) + express agreement 

If creator an employee? Yes – then WFH, No? then does it fall under (b)?

1. The work must fall into at least one of the following nine categories under the Copyright Act:

a. translation;

b. motion picture contribution or other audiovisual work;

c. collective work contribution (magazine article);

d. an atlas;

e. a compilation;

f. instructional text;

g. a test;

h. answer material for a test; and

i. supplemental work such as a preface to a book.

Conclusion: Software does not fall into these categories. So buyer needs to contract assignment rights from the developer.

Independent contractor hereby assigns to company or company's designee, for no additional consideration, all independent contractor's rights, including copyrights, in all deliverables and other works prepared by the independent contractor under this agreement. Independent contractor shall, and shall cause its employees and agents to, promptly sign and deliver any documents and take any actions that company reasonably requests to establish and perfect the rights assigned to company or its designee under this provision.

Note 1: use present tense, not “will be the owner” because if developer never assigns, no ownership.

Note 2: IF use Work for Hire in contract, then may need to pay worker’s comp insurance in California. Adding work for hire language can actually be detrimental, at least when the contract is governed by California law. Under the California Labor Code (Section 3351.5(c)), if a contract designates the independent contractor's deliverables as works for hire, then the hiring company must cover the independent contractor under its workmen's compensation insurance. Also, because certain independent contractors are used in a staff augmentation role and may be substantially controlled by the company, there is a risk of the independent contractor's claiming entitlement to employee status, and therefore, company benefits. 

Sample EU Bootstrap Language (Small developer) Pro-purchaser: 

Rights to Work Product:  Any and all rights, title, ownership and interest in and to copyrights, trademarks, service marks, trade names, trade secrets, patents, and other materialized forms of the foregoing intangibles, recognized in any jurisdiction, whether or not perfected (“Proprietary Rights”) to work product or other results of my services (“Work Product”) shall vest exclusively in Company upon creation. 

 If under mandatory law, Proprietary Rights do not vest in Company upon creation, you hereby assign all Proprietary Rights to any Work Product to Company, effective upon creation. 

 To the extent that under mandatory law, rights can only be assigned after creation, you hereby irrevocably agree to assign, immediately following the creation, all Proprietary Rights to Work Product exclusively to Company. 

 To the extent that under mandatory law, Proprietary Rights cannot be assigned, you hereby irrevocably agree to grant, and hereby grant, to Company an exclusive (excluding also myself), perpetual, irrevocable, unlimited, worldwide, fully paid, and unconditional license to use and commercialize Proprietary Right to Work Product in any manner now known or in the future discovered. 

To the extent such license grant is not fully valid, effective or enforceable under mandatory law, you hereby irrevocably agree to grant, and hereby grant, to Company, such rights as Company reasonably requests in order to acquire a legal position as close as possible to full and exclusive legal ownership. 

 In order to ensure that Company will be able to acquire, perfect and use such Proprietary Rights, you will: (i) transfer possession, ownership, and title to media, models, and other tangible objects containing Work Product and related Property Rights to Company; (ii) sign any documents at Company’s request to assist Company in the documentation, perfection and enforcement of its rights, and (iii) provide Company with support and reasonable access to information for recording, perfecting, securing, defending, and enforcing such Proprietary Rights. I also irrevocably authorize Company to act and sign on my behalf and take any necessary steps in order to perfect Company’s rights under this Agreement. In case that under mandatory law, you retain any moral rights or other inalienable rights to Work Product or Confidential Information under this Service Provider Contractor Agreement, you agree not to exercise such rights, until you have provided prior written notice to Company and then only in accordance with any reasonable instructions that Company issues in the interest of protecting its rights and the rights of its customers. Absent prior written consent of the Company, you shall not transfer or assign any rights to Work Product to any third party.

Open Source Code:

If you are hiring a development firm or professional services company to create code for your company, you need to make sure that they will not taint your code base with open source software, unless you are creating open source code base. In order to protect yourself from injected tainted OS code, you should:

· require them to state they will not include any open source code in the deliverable (covenant)

· warrant that they will not inject open source code into the deliverable

· indemnify you for any third party license issues arising from non-compliance with OS licenses

· make sure there is adequate insurance to cover the indemnification obligations

· have them fill out the below form right above the signature block: 

	· USE OF OPEN SOURCE: Consultant must  circle

	· 1.  Do the Deliverables include any code, scripts or software?  Yes  No 

· 2.  Is any Open Source Software being used in preparation of any Deliverable?  Yes  No 

· »      If Yes, Content Provider may request further information.

· 3. Is any Open Source Software being incorporated into or provided with any Deliverable? Yes  No  »      If Yes, please complete Section X of the SOW and review Sections 8 of the Agreement. 

· 4. Is any additional Open Source Software required in order to use any Deliverable?  Yes  No  

· »      If Yes, please describe in Section X of the SOW. 


·  
Representations (Effective Date snapshot of true statement) and Warranties (a condition that will remain true through a period of time):
	Representation 
	Warranty

	They are statements of present or past fact. They are something the asserted by a party as being true as of the effective date. 


	A promise that a statement is true and will continue to be true for time set forth in the agreement.

· It is a guaranty.

	Remedies:

· Rescind contract and go for restitutionary damages or

· Sue for damages

· Fraudulent misrepresentation available

· Punitive damages may be available
	-no ability to rescind for a breach of warranty

	 
	A promisee does not have to believe that the warranty is true. Indeed, the warranty's purpose is to relieve a promisee from the obligation of determining a fact's truthfulness. 

A plaintiff may be able to win a breach of warranty claim when it would have lost a claim for fraudulent misrepresentation because it could not prove scienter (knowledge). [note: there is no case law to support this assumption]



	
	Recovery for a breach of warranty may be greater than recovery for fraud. Breach of warranty is a contract breach and its measure of damages is the benefit of the bargain. As noted, in some states, the measure of damages for fraud is out-of-pocket damages, which may be less.


The remedies available to the plaintiff are different depending on whether it was a misrepresentation or a breach of a warranty. Generally, a plaintiff injured by a fraudulent misrepresentation has a choice of remedies. The plaintiff may rescind the contract and obtain restitutionary recovery, or affirm the contract and sue for damages. The ability to rescind a contract is only available for misrepresentation, and not for breach of warranty. The plaintiff can also seek punitive damages under certain circumstances. 

Warranties are promises that a statement is and will be true. Some parties, as a matter of principle, refuse to take fraud risk (read punitive damages), and will not make representations, only warranties. For example, representations that your IP is not infringing any 3rd party patents is very risky to make because there is no way to know whether it is true with all of the millions of patents out there at any given time. A non-infringement warranty may hurt the IP holder because it is promising something that it can’t know, but will now be subject to contract damages, as well as the indemnification obligations. It is a double jeopardy situation, where the indemnification rights, or the right to procure a valid license should make the other side whole. 

One way to help mitigate the fraud risk is to say “to Company A’s knowledge, it does not violate any third party IP rights”. It is only liable if it knew, but withheld that information. 

“The seminal case was CBS Inc. v. Ziff-Davis Publishing Co., 75 N.Y.2d 496 (1990). In that case, Ziff-Davis "represented and warranted" the financial condition of the division it was selling to CBS. CBS, however, as part of its due diligence, sent in its own accountants to review the division's financial statements. They reported that the financial condition was not as represented and warranted. The parties closed anyway, and then CBS sued. 

In New York's highest court, the issue was whether CBS had a cause of action for breach of warranty. Ziff-Davis argued that CBS did not because it had known about the problems with the financial statements and had not justifiably relied on the warranties. Stated differently, Ziff-Davis argued that the standards for a cause of action for a fraudulent misrepresentation and a breach of warranty both required justifiable reliance on the truthfulness of the statement. Ziff-Davis lost.


According to the New York court, a warranty is a promise of indemnity if a statement of fact is false. A promisee does not have to believe that the statement is true. Indeed, the warranty's purpose is to relieve a promisee from the obligation of determining a fact's truthfulness. 

One way to think about the differences between “reps” and “warranties” is when you sell a house, you may give a representation that the plumbing was updated 3 years ago and that there hasn’t been any mold on the property. You might also give a warranty that the roof should last another 10 years and that the paint is new and should last 5 years.” (Tina Stark, “Another view on reps and warranties”).
Company Warranties: (be careful of service warranties other than 90 day (time limited) warranties) (check to see if reps and warranties are carved out from the LoL cap or types of damages or are specified as a material breach of the agreement
)

1. _______________________________________________________

2. _______________________________________________________

3. _______________________________________________________

How long are the warranties? (Product and service warranties are often for fixed period of time) 

Make this section the exclusive remedy for breach of a warranty or representation if it contains remedies, which is a good idea. 

Typical Types of Warranties: Vendor represents and warrants that:

· Product/Services/Software (warranty of function). “For 90 days from the delivery/launch/acceptance/effective date, the product/service/software will remain in material compliance with the specifications set forth Exhibit A.” You want to be careful that the description of sufficiently precise because the warranty is going to be read against that. You also might consider “material” defects or non-comformance so that the warranty is not triggered by smaller problems. And the time period is important if the seller can limit it. 

· Authority. it has the full power and authority to enter into this Agreement and to perform the obligations contained in this Agreement; and 

· Not violate. its entry into, and performance under this Agreement, will not violate any law, statute or regulation or result in a breach of any material agreement or understanding to which it is bound. 

· Professional skill standard. it will prepare/create/deliver the product/service using professional care and skill in strict compliance with: (1) all performance specifications set forth in this Agreement and applicable Statements of Work, and (2) high industry standards.  

· Fix defects. Seller will endeavor to correct material defects reported by the Partner. 

· IP (infringement warranty) . the service/products: (i) are the property of or licensed to seller and are free from claims or encumbrances as to ownership and title; and (ii) will not infringe the intellectual property or privacy rights of any third party.

· Compliance with laws.  Seller will comply with all applicable international, federal, state and local laws (and all corresponding regulations/directives) in connection with its performance under this Agreement. [This clause is important is because it makes a failure to comply with the law a breach of contract. Without this clause, violation of the law would have no effect on the contract.]

· Independent contractor.  it is an independent contractor and neither it nor any Vendor Personnel assigned to provide Services to Buyer under this Agreement will be, or be deemed to be for any purpose, an employee or agent of Buyer. 

· Remain employees.  each person assigned to provide Services to Wells Fargo under this Agreement will be and remain an employee of Vendor for the entire period such person is providing Services to Wells Fargo hereunder.

· Warranty pass-through. In the event that Vendor procures hardware, software or other items related to its performance of the Services (“Related Products”), Vendor will pass through and hereby assigns to Buyer all assignable warranties provided by the manufacturer(s) and/or licensor(s) of such items.

· Malware. For each App is submitted to buyer, You represent and warrant that each App will be free from code that: (i) might disrupt, disable, harm or otherwise impede the operation of any software, firmware, hardware, computer system or network; and/or (ii) would enable You or anyone else to access such App for any reason unless permitted by this Agreement.

· Service Level Agreement. Provider shall/warrants to comply with the terms and conditions of the Service Level Service Subcontract attached hereto as Attachment B. [Note: if there is a SLA issue, does this clause make it a breach of the agreement as well? OK if the SLA remedies are limited exclusively to credits.]

· Software. All Software and Documentation delivered or made available to BUYER pursuant to this Agreement will conform to the applicable Specifications.

· Proposal. Buyer has received a written representation, warranty and covenant from Seller that the content of the Proposal, which was relied upon by Buyer in entering into this Agreement, was true and accurate and contained no material omissions or misrepresentations as of the date of the Proposal and, except as otherwise modified, changed, corrected or expressly set forth herein, remains true and accurate and contains no material omissions or misrepresentations as of the Effective Date. [note: more of a representation]

Disclaimer of Warranties: IMPLIED WARRANTIES
When there is a SALE OF GOODS, the UCC provides for 4 different implied warranties that are part of every sale of goods unless clearly and expressly disclaimed in the contract.

· Warranty of Title:  The goods are free from security interests, liens or encumbrances that the buyer has bi knowledge at the time of contracting. “I own this thing that I am selling to you and you don’t have to worry about third parties coming after you claiming they own it.” 
· Warranty against infringement.  The product must be delivered free of rightful claims by third parties that the product infringes o their IP rights. “Don’t worry about being sued by someone else for infringement because of my product.”
· Warranty of Merchantability. The product will conform or work like the labeling and contract say that it will, and that it is fit for the purpose in which people use the product. 
· Warranty of fitness for a particular purpose.  The product will work as intended and fit for the purpose in which people use the product. If the seller was aware of the buyer’s purpose, and the buyer is relying on the seller’s skill to select the goods, then there is an implied warranty that the goods were be fit for such purpose. 
SAMPLE DISCLAIMER OF WARRANTY:

Sample 1: Pro-web services company:

CONTENT PROVIDER’S DISCLAIMER OF WARRANTIES
CLIENT ACKNOWLEDGES AND AGREES THAT AD PROGRAMS ARE PROVIDED TO CLIENT ON AN “AS IS”, “WITH ALL FAULTS” AND “AS AVAILABLE” BASIS. CONTENT PROVIDER MAKES NO WARRANTIES, EITHER EXPRESS OR IMPLIED, ABOUT THE AD PROGRAMS AND EXPRESSLY DISCLAIMS THE WARRANTY OF MERCHANTABILITY AND WARRANTY OF FITNESS FOR A PARTICULAR PURPOSE.  FURTHERMORE, TO THE FULLEST EXTENT PERMITTED BY LAW, CONTENT PROVIDER SPECIFICALLY DISCLAIMS ALL WARRANTIES AND GUARANTEES REGARDING (I) THE PERFORMANCE, QUALITY AND RESULTS OF THE AD PROGRAMS, INCLUDING AD CLICK RATES AND CONVERSIONS, (II) the accuracy of the information that Content Provider provides in connection with the site or Ad Programs (e.g. reach, size of audience, demographics or other purported characteristics of audience), (III) CONTENT PROVIDER’S ABILITY TO TARGET ADS TO OR IN CONNECTION WITH SPECIFIC USERS, TYPES OF USERS, USER QUERIES, OR OTHER USER BEHAVIORS, (IV) the placement, CONTENT, PROMOTIONAL VALUE, QUALITY, TIMING, OR NUMBER of Ad IMPRESSIONS AND (V) USER GENERATED CONTENT THAT MAY BE CONTAINED IN AD PROGRAMS WHICH MAY NOT SATISFY YOUR OBJECTIVE. CONTENT PROVIDER SHALL NOT BE LIABLE FOR NON-PERFORMANCE DUE TO CAUSES BEYOND ITS REASONABLE CONTROL.

SAMPLE 2:

mutual for web services 

Warranty disclaimer.  THE ABOVE WARRANTIES ARE THE ONLY WARRANTIES MADE BY THE PARTIES.  EACH PARTY DISCLAIMS ANY AND ALL OTHER WARRANTIES OR REPRESENTATION EXPRESS OR IMPLIED, INCLUDING, BUT NOT LIMITED TO, THE IMPLIED WARRANTIES OF MERCHANTABILITY, TITLE, NON-INFRINGEMENT AND FITNESS FOR A PARTICULAR PURPOSE.  NEITHER PARTY WARRANTS THAT ACCESS TO OR USE OF THEIR SITES OR CONTENT WILL BE UNINTERRUPTED OR ERROR-FREE, OR THAT ANY SOFTWARE OR SERVICES WILL MEET ANY PARTICULAR CRITERIA OF PERFORMANCE OR QUALITY.  
sample 3: 

5. Disclaimer of Additional Warranties; No Support.  EXCEPT AS EXPRESSLY SET FORTH IN SECTION 5 ABOVE OR TO THE EXTENT REQUIRED BY APPLICABLE LAW, EACH PARTY DISCLAIMS ALL WARRANTIES OF ANY KIND, WHETHER EXPRESS, IMPLIED, STATUTORY OR OTHERWISE, INCLUDING, WITHOUT LIMITATION, WARRANTIES OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE AND NON-INFRINGEMENT OF THIRD PARTY RIGHTS.  FURTHER, CONTENT PROVIDER DISCLAIMS ANY WARRANTY THAT LICENSEE’S RECEIPT AND USE OF THE CONTENT AND CONTENT PROVIDER BRANDING WILL BE UNINTERRUPTED, SECURE, TIMELY OR ERROR FREE.  WITHOUT LIMITING THE GENERALITY OF THE FOREGOING, AND FOR THE AVOIDANCE OF DOUBT, LICENSEE ACKNOWLEDGES AND AGREES THAT: (a) THE CONTENT AND CONTENT PROVIDER BRANDING LICENSED TO LICENSEE HEREUNDER ARE PROVIDED “AS IS”, “WITH ALL FAULTS” AND “AS AVAILABLE” WITHOUT WARRANTY OF ANY KIND AND AT LICENSEE’S SOLE RISK (EXCEPT WITH RESPECT TO CONTENT PROVIDER’S INDEMNIFICATION OBLIGATIONS, AND (b) THIS AGREEMENT DOES NOT ENTITLE LICENSEE TO ANY SUPPORT SERVICES FROM CONTENT PROVIDER. FOR THE AVOIDANCE OF DOUBT, LICENSEE ACKNOWLEDGES AND AGREES THAT THIS AGREEMENT DOES NOT ENTITLE LICENSEE TO ANY SUPPORT FOR THE CONTENT.  NO ADVICE OR INFORMATION, WHETHER ORAL OR IN WRITING, OBTAINED BY LICENSEE FROM CONTENT PROVIDER WILL CREATE ANY WARRANTY NOT EXPRESSLY STATED IN THIS AGREEMENT.
Implied Covenant OF GOod faith: 
Under California law, "there is implied in every contract a covenant by each party not to do anything which will deprive the other parties thereto of the benefits of the contract." Harm v. Frasher, 181 Cal. App. 2d 405, 417, 5 Cal. Rptr. 367 (Cal. Ct. App. 1960). The "implied covenant of good faith is read into contracts in order to protect the express covenants or promises in the contract, not to protect some general public policy interest not directly tied to the contract's purpose." Schulken v. Wash. Mut. Bank, No. C. 09-02708 JW, 2009 U.S. Dist. LEXIS 114030, at *16 (N.D. Cal. Nov. 9, 2009). To state a claim for breach of the implied covenant, a plaintiff must show "that the conduct of the defendant, whether or not it also constitutes a breach of a consensual contract term, demonstrates a failure or refusal to discharge contractual responsibilities." Careau & Co. v. Security Pacific Business Credit, Inc., 222 Cal. App. 3d 1371, 1395, 272 Cal. Rptr. 387 (Cal. Ct. App. 1990). "If the allegations in a breach of implied covenant claim do not go beyond the statement of a mere contract breach and, relying on the same alleged acts, simply seek the same damages or other relief already claimed in a companion contract cause of action, they may be disregarded as superfluous as no additional claim is actually stated." Malcolm v. JPMorgan Chase Bank, N.A., No. 09-4496-JF, 2010 U.S. Dist. LEXIS 23770, at *7(N.D. Cal. Mar. 15, 2010) (quoting Schulken v. Wash. Mut. Bank, No. C. 09-02708 JW, 2009 U.S. Dist. LEXIS 114030.
SAMPLE REPRESENTATION AND WARRANTY LANGUAGE:

SAMPLE 1:

REPRESENTATIONS AND Warranty.

By Content Provider.  Content Provider represents and warrants that: 

(a) It has the full corporate rights, power and authority to enter into this Agreement and to perform the acts required of it hereunder, including granting the rights set forth herein; 

(b) Its execution of this Agreement does not and will not violate any agreement to which Content Provider is a party or by which Content Provider is otherwise bound, or any applicable law, rule or regulation (including those regulating the use and distribution of content on the Internet and protection of personal privacy); 

(c) The Feed Content provided to Distributor hereunder does not and will not give rise to any obligation for the payment of any sums to any third party by Distributor or DISTRIBUTOR’s successors in interest, provided such Feed Content and products and/or services are used in accordance with this Agreement;

(d) it will continue to operate a copyright dispute process in accordance with the Digital Millennium Copyright Act (“DMCA”), and will promptly notify Distributor of any requirement to remove content from the Feed Content.

(e) it will use all commercially reasonable efforts to ensure that neither the Feed Content, nor any instructions, advice, and information contained therein, nor any electronic mail message through which the Feed Content is transmitted from Content Provider to Distributor will contain any materials which include “worms”, “viruses”, “Trojan horses”, corrupted files, cracks, unauthorized, hidden programs or other materials that are intended to or may damage or render inoperable software, hardware or security measures of Microsoft, MS Offering users or any third party.
SAMPLE 2:
III. Representations and Warranties

Each party represents and warrants to the other that it is duly organized, validly existing, and in good standing under the laws of the jurisdiction in which it was organized; all contact and entity information is complete, correct and current, and the execution and delivery of the Terms, and the performance of the transactions contemplated hereby, are within its corporate powers, and have been duly authorized by all necessary corporate action. 

Client represents and warrants to Content Provider that any information or materials that Client provides in connection with Ad Programs (“Advertising Materials”) will (a) be true and complete, (b) not contain any material which violates Content Provider’s content guidelines or which is otherwise unlawful, defamatory or obscene, or which infringes or violates any third‐party rights (including any intellectual property rights or privacy or publicity rights) or which may encourage a criminal offense or otherwise give rise to civil liability and (c) comply with all applicable laws and regulations in its performance of the Terms (including all applicable privacy / data protection laws and regulations and laws related to Promotions). “Promotions” are any contest, sweepstakes, coupon or other promotion appearing on or promoted through the Site by Client. Content Provider reserves the right to reject or remove any Advertising Materials at its sole discretion, and to alter any Advertising Materials to conform to technical specifications. 

Client further represents and warrants to Content Provider that Client will not, and will not authorize or induce any other party, to: (x) generate automated, fraudulent or otherwise invalid ad impressions, inquiries, conversions, ad clicks or other actions; (y) use any automated means or form of scraping or data extraction to access, query or otherwise collect Content Provider content and reviews from the Site, except as expressly permitted by Content Provider or (z) use any Content Provider trademarks in any manner without Content Provider’s prior written consent. All rights not expressly granted to Client hereunder are reserved by Content Provider.

Proposed Language for “as is” disclaimer:

“The Products are sold “as is” and Seller expressly disclaims all other warranties, express or implied, including the warranties of title or infringement, and any implies warranties merchantability or fitness for a particular purpose. Buyer is purchasing the Products with full assumption of the risks associated with this disclaimer, and the purchase price has been negotiated to reflect this assumption of risk.”

Remedies for breach of warranties:

The court will impose money damages if the event of a breach, unless the contract spells out the specific remedies. It is a good idea, as a seller or provider, to make sure that the remedies are limited by whatever is agreed upon in this section, i.e. exclusive remedy”.

1. Repair the defective good or service within some time frame to the satisfaction of the buyers, subject to certain objective acceptance criteria. 

2. Refund all monies paid and termination. There could also be some additional “cost of migration” or “porting to a new platform costs” that will also make the buyer whole if it has to move the product or service over to a new provider. 

3.  The remedies set forth herein are the Buyer’s sole and exclusive remedies available to the Buyer for any breach of this section, and is the Providers entire liability.. 

Limitation of Liability Language:
The limitation of liability section is one of the most important risk shifting concepts in any agreement. In essence, it states up front how much the parties are willing to be liable to the other party, and if there are certain liabilities that the parties decide they do not want to limit. 

There are two basic concepts in LoL sections: 

· limitation on the type of damages available

· limitation on the amount of damages available

There are several basis categories of damages under contract. The two main categories are Direct and Indirect Damages. Direct damages (also “general damages”) are compensatory and actual damages incurred by a party as a result of the other party’s actions or inactions, such as the cost to repair or replace and the cost to complete a job. There is a strong presumption that the damages have to be quantifiable. Direct damages are generally the amount of “the benefit of the bargain” or “expectation “ interest.

Indirect (or consequential) damages, on the other hand, are less quantifiable, and can be larger than the direct damages in the end. Consequential or indirect damages (also sometimes referred to as “special” damages), include lost profit or revenue and may be recovered if it is determined such damages were reasonably foreseeable or "within the contemplation of the parties" at the time of contract formation. For example, the cost to complete unfinished work on time may pale in comparison to the loss of operating revenue an owner might claim as a result of late completion. In order to recover indirect or consequential damages, you must demonstrate that the breach caused the damage and that such damages was foreseeable at the time the parties entered into the contract. 

Are lost profits direct or indirect? They could be both – so you might want to explicitly refer to them as indirect damages that are excluded from the available damages. Lost profits may be a loss in the value of the contract as general damages. So you might want to try to exclude damages for both direct and indirect lost profits and revenues – although the court may determine in certain circumstances that it is unreasonable. 

(Penncro Assocs, Inc. v. Sprint Corp. (D.C. No. 04-CV-2549-JWL) [While parties to a contract may define their terms as they please (a duck may be a goose) we see no evidence that Sprint's and Penncro's definition of the term “consequential damages” was designed to embrace (and thus foreclose the award of) profits lost as a direct result of Sprint's breach. Section 13 of the MSA forbids the recovery of "consequential damages," specifying that they "include, but are not limited to, lost profits, lost revenues and lost business opportunities." In Sprint's parlance, this means that any lost profits are (forbidden) consequential damages. For several reasons, we are persuaded that Sprint's interpretation is foreclosed by the unambiguous language of the MSA. Section 13's syntax alone propels us in this direction. The parties' language is not unlike a doctor's prescription that "You really should not eat fried foods ​ and this includes, but is not limited to, meat and potatoes." Ordinary usage and common experience does not suggest that the patient should avoid all meat and potatoes, but only those that are parts or components of the initial, larger group of fried foods (say, chicken fried steak and french fries). The dictionary underscores the point. Webster's defines the term "to include" as meaning "to place, list, or rate as a part or component of a whole or of a larger group, class, or aggregate." Webster's Third New International Dictionary 1143 (2002). The more general term informs the subsequently listed examples, not the other way around, and so lost profits here refer only to those that are "a part or component" of the larger group or class of consequential damages.

Direct damages refer to those which the party lost from the contract itself ​ in other words, the benefit of the bargain ​ while consequential damages refer to economic harm beyond the immediate scope of the contract.(5) Lost profits, under appropriate circumstances, can be recoverable as a component of either (and both) direct and consequential damages.(6) Thus, for example, if a services contract is breached and the plaintiff anticipated a profit under the contract, those profits would be recoverable as a component of direct, benefit of the bargain damages. If that same breach had the knock-on effect of causing the plaintiff to close its doors, precluding it from performing other work for which it had contracted and from which it expected to make a profit, those lost profits might be recovered as "consequential" to the breach. All of this is by way of saying that, under the circumstances we face here, a reading of Section 13 informed by the normal legal meaning of its terms suggests that it bars only the recovery of consequential lost profits, not direct lost profits. Section 13 says that no consequential damages are recoverable, "includ[ing]" lost profits; it simply does not speak to direct damages, or to lost profits recoverable under such a theory.] 

Essentially, the concept behind the LoL section is to limit the exposure a party has to the other for lost profits. Some would argue that since speculative damages are not recoverable under contract anyway, why not just limit unforeseeable damages? 

“Neither party will be liable for breach-of-contract damages that the breaching party could not reasonably have foreseen on entry into this agreement.”
However, if such damages are not recoverable under contract, why do you need to state this in a contract? What the above language does is it still holds a party liable for lost profits to the extent they were foreseeable. For example, if Party A develops software for Party B to allow Party B to sell laptops on the Internet, and the software fails to properly receive payment for goods customers tried to order between December 15th and December 25th. The direct damages might be the replacement cost to get a new system up and running. However, Party B will not be made whole by this. Rather, Party B will want to recover the lost profits it should have made on the laptops that customers tried to pay for, but for the bug in the software. 

How to analyze LoL sections using the below chart:

1. Are indirect damages available under the Agreement by way of exceptions to the general exclusion of indirect damages? If so, then put those type of claims in both of the indirect boxes.

2. Are all damages (direct and indirect, or it doesn’t specify) capped? If all damages are capped, then strike the 2 uncapped sections in the table and add the cap to both capped sections. 

3. Or are there exceptions to the cap on damages (like confidential information and infringement), which means that there is no limit to the amount a party could be liable for those claims? If so, are they exceptions to the cap on direct, indirect or both? 

If only uncapped exceptions for certain direct damages, then add those claim exceptions of the uncapped / direct damages box, and then assume that all indirect damages are capped. This is a good result. 

If only uncapped exceptions for certain indirect damages, then add those claim exceptions of the uncapped / indirect damages box, and then assume that all direct damages are capped. This is a dangerous result.

If uncapped exceptions for certain “damages” (which include both indirect and direct), then add those claim exceptions of both uncapped damages boxes, and then assume that all other damages are capped. This is also a dangerous result.

	
	Capped – limited exposure
	Uncapped – unlimited exposure

	Direct Damages – compensatory and actual damages
	This means that quantifiable expenses are capped, so a party has to risk having to pay out of pocket from damages caused by the other side. 
	This means that a party is completely protected for damages that is suffers from the other side, and the other side has an unlimited liability to the other party. In B2C contracts, unlimited exposure is not as common because of the increased risk of doing business. B2B contracts are more likely to see uncapped liability. 

Typically see “uncapped” as exceptions or carve outs in the limitation of liability section. 

	Indirect Damages – special, incidental, indirect, punitive and consequential damages.
	Capped indirect damages are a contained risk, and should not be too different than capped direct damages, as long as the total cap applies to both direct and indirect. Could cap up to your insurance policy. 
	Uncapped indirect damages are very dangerous for the company signing up for these. It could financially ruin a company in a one-off deal, not to mention form contracts. If a party must agree to uncapped indirects, it must contain the damage by decreasing the size of the bucket. This can be done by carefully drafted carve outs, narrowing the subject matter (i.e. if indemnification is uncapped, then narrow the scope as much as possible, expand the exceptions to cover most every foreseeable situation, and have it difficult to trigger an indemnification clause in the first place. 


Explanations:

Direct Damages (also General Damages) are generally the difference between the value of the performance received and the value of the performance promised as measured by contract or market value. The amount awarded is based on the proven harm, loss, or injury suffered by the plaintiff. They are designed to put the injured party in the position they would occupy if the other party delivered the performance promised in the contract, rather than punish the non-performing party. Direct damages flow directly and immediately from the act of the party, rather than being from some of the consequences or results of such act. Note: lost profits can be direct damages if the anticipated profit was lost as a result of a breach. However, the resulting closing down of the business and those lost profits would not be recoverable. 

Consequential Damage (also Indirect or Special Damage) is damage or injury that does not directly and immediately result from a wrongful act, but is a consequence of the initial act. To be awarded consequential damages in a lawsuit, the damages must be a foreseeable result of the initial act.
Nominal Damages are a small amount paid where there is no real loss.

Punitive Damages  are intended to punish the party who must pay damages. Punitive damages are not generally available for contract breaches. Rather, they are used for torts. So a disclaimer can be useful if the plaintiff pleads a tort, like misrepresentation. Punitive damages may be awarded only if defendant's conduct was malicious, or in reckless disregard of plaintiff's rights. Conduct is malicious if it is accompanied by ill will, or spite, or if it is for the purpose of injuring another. Conduct is in reckless disregard of plaintiff's rights if, under the circumstances, it reflects complete indifference to the safety and rights of others. 

Note: Punitive waivers may not be enforceable against tort claims. If you add “"to the fullest extent permitted by law” in order to keep the entire contract from being unenforceable, the court will probably rule that punitive are awardable if waivers are not enforceable. 

In Campbell v. State Farm (2003), the US Supreme Court overturned $145 million in punitive damages against the insurance giant. It ruled, 6-to-3, that punitive damages must be proportionate to the actual losses suffered by individual plaintiffs. The court did not set an outright cap on such damages, but noted that a ratio of more than 4-to-1 "might be close to the line of constitutional impropriety." In other words, if a wrongful injury or death results in lost wages and other losses totaling $500,000, then, under this ruling, punitive damages should not generally exceed $2 million. 

The high court said a better alternative is to peg punitive awards to compensatory damages using a ratio or by setting some maximum multiplier for damages, as many states do. Looking back at thousands of cases, the court said the median ratio for all of these punitive and compensatory damages showed a less than 1:1 ratio, a fair standard for maritime cases. A majority of states that have set similar ratios for damages have adopted a 3:1 ratio.

Incidental Damages are expenses reasonably incurred in inspection, receipt, transportation, and care and custody of goods rightfully rejected or goods the acceptance of which is justifiably revoked, any commercially reasonable charges, expenses or commissions in connection with effecting cover, and any other reasonable expense incident to the default.

Scope Language: 

Look to see if there is an expansion of scope to what is covered and not covered under the liability cap. The broader the scope for the limitation means that almost everything is limited. You want the broader possible scope of possible items that will be capped. You should have the following language if you’re concerned about your liability:

· Each party’s maximum aggregate liability for all matters related to, in connection with,or arising out of, this agreement.
Itis useful to put a qualifier that disclaims “consequential damages, whether under theory of contract, tort (including negligence), strict liability or otherwise.”
LoL Standard “Carve Outs” 

Indemnification: try to limit indemnification liability payments only after a court order. That means that the court must order the payment of the indirect damages, mostly because these are so speculative that it makes sense to have a judicial determination of what the indirects would be.

Also, only carve out infringement indemnification because the indemnification obligations might be much broader, and more it the realm of contract breached.

THIS SECTION SHALL NOT APPLY TO EITHER PARTY’S indemnification obligations to the extent (and solely to the extent) that such damages ARE SOUGHT BY, AND PAYABLE as directed by a court of competent jurisdiction SOLELY TO, AN UNAFFILIATED THIRD PARTY THAT HAS BROUGHT claims for which SUCH indemnification is PROPERLY sought UNDER THIS AGREEMENT.

Losses from Fraud, willful misconduct and gross negligence:

Most likely can’t limit fraud claims, anyway. So there is little value here, most likely.

Willful misconduct is risky because it could be interpreted differently by the courts and by jurisdiction. For example, some courts treat efficient or economic breaches as willful, even though it should fall cleanly under a contract breach with direct damages. So be careful about uncapping willful misconduct. 

Same issue for gross negligence. It is risky. Ask for an explanation. 

Breach of Reps and Warranties:  It completely depends on the scope and impact of the reps and warranties. Choice of law makes sense, but quality of service (service warranties) could be an end around the contractual limitations of liability. They could be very broad.

Economic Loss Doctrine: Many plaintiffs try to use torts to get around the contractual LoLs. However, most courts will only allow tort damages if there was a physical injury to a person or property. Tort damages should be for breaches of a duty of care, and Contract damages should be for breaches of a duty to comply with contractual promises and obligations. 

SAMPLE LIMITATION OF LIABILITY LANGUAGE

Example 1: Limitations on Liability.  EXCEPT FOR EACH PARTY’S CONFIDENTIALITY OBLIGATIONS AND INDEMNIFICATION OBLIGATIONS PURSUANT TO THIS AGREEMENT, NEITHER PARTY SHALL BE LIABLE TO THE OTHER PARTY FOR ANY LOST PROFITS, INDIRECT, SPECIAL, INCIDENTAL, CONSEQUENTIAL, EXEMPLARY, OR PUNITIVE DAMAGES ARISING FROM THIS AGREEMENT, WHETHER OR NOT THE PARTY WAS OR SHOULD HAVE BEEN AWARE OF, OR WAS ADVISED OF, THE POSSIBILITY OF SUCH DAMAGES.  EXCEPT FOR EACH PARTY’S CONFIDENTIALITY OBLIGATIONS AND INTELLECTUAL PROPERTY INFRINGEMENT INDEMNIFICATION OBLIGATIONS PURSUANT TO THIS AGREEMENT, IN NO EVENT SHALL EITHER PARTY HERETO BE LIABLE TO THE OTHER PARTY IN THE AGGREGATE FOR ANY DAMAGES HEREUNDER, REGARDLESS OF FORM, IN EXCESS OF SEVEN MILLION DOLLARS.

	
	Capped – limited exposure
	Uncapped – unlimited exposure

	Direct Damages – 


	
	

	Indirect Damages – 


	
	


Example 2: 12.
Limitation of Actions and Liabilities.  


12.1
LIMITATION ON THE TYPE OF DAMAGES. TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, NEITHER PARTY NOR ANY OF THEIR RESPECTIVE AFFILIATES, DIRECTORS, OFFICERS, EMPLOYEES, OR AGENTS SHALL BE LIABLE FOR ANY SPECIAL, INCIDENTAL, INDIRECT, EXEMPLARY, PUNITIVE OR CONSEQUENTIAL DAMAGES OF ANY KIND WHATSOEVER, INCLUDING LOST OR ANTICIPATED PROFITS, BASED ON ANY BREACH OR OTHER ACT OR OMISSION ARISING OUT OF, RELATING TO, OR OCCURRING IN CONNECTION WITH, THIS RESELLER AGREEMENT. 

12.2    LIMITATION ON THE AMOUNT OF DAMAGES. tHE MAXIMUM, AGGREGATE LIABILITY OF EITHER PARTY and the respective Affiliates, DIRECTORS, OFFICERS, EMPLOYEES, and AGENTS of any of the foregoing, FOR ALL CLAIMs IN ANY MANNER ARISING OUT OF, RELATING TO, OR OCCURRING IN CONNECTION WITH THIS RESELLER AGREEMENT SHALL IN NO EVENT EXCEED THE GREATER OF (I) THE TOTAL FEES AND OTHER monies PAID TO COMPANY HEREUNDER IN THE FIFTEEN (15) MONTHS of the Reseller Agreement prior to the date the MOST RECENT claim AROSE, OR (II) TWO million dollars, PROVIDED THAT THE FOREGOING LIMITATION SHALL NOT APPLY TO BREACHES  OF SECTION 13 (CONFIDENTIALITY).   

 12.3
LIMITS APPLY TO ALL LEGAL THEORIES. THE LIMITATIONS SET FORTH IN THIS SECTION 12 SHALL APPLY REGARDLESS OF WHETHER THE LIABILITY ARISES OUT OF BREACH OF CONTRACT, BREACH OF WARRANTY, TORT (INCLUDING NEGLIGENCE AND STRICT LIABILITY) OR ANY OTHER THEORY. 

12.4
EXCEPTIONS. HOWEVER, NONE OF THE LIMITATIONS SET FORTH IN SECTION 12.2 AND/OR EXCLUSIONS SET FORTH IN SECTION 12.1 OF THIS SECTION 12 SHALL APPLY TO ANY OBLIGATION TO DEFEND, INDEMNIFY, OR HOLD HARMLESS EXPRESSLY SET FORTH IN THIS RESELLER AGREEMENT IN CONNECTION WITH A CLAIM ASSERTED BY ANY THIRD PARTY.

	
	Capped – limited exposure
	Uncapped – unlimited exposure

	Direct Damages – 


	
	

	Indirect Damages – 


	
	


EXAMPLE 3: Limitation of Liability.

(a) Exclusion of Certain Damages.  TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, NEITHER PARTY NOR ANY OF ITS AFFILIATES OR SUPPLIERS WILL BE LIABLE FOR ANY PUNITIVE OR INDIRECT DAMAGES (INCLUDING CONSEQUENTIAL, SPECIAL, OR INCIDENTAL DAMAGES, DAMAGES FOR LOSS OF PROFITS OR REVENUES, BUSINESS INTERRUPTION, OR LOSS OF BUSINESS INFORMATION) ARISING OUT OF OR IN CONNECTION WITH THIS AGREEMENT OR THE PROVISION OR FAILURE TO PROVIDE ANY SERVICES UNDER THIS AGREEMENT, EVEN IF ADVISED OF THE POSSIBILITY OF SUCH DAMAGES OR IF SUCH POSSIBILITY WAS REASONABLY FORESEEABLE.  THIS SECTION 13(A) SHALL NOT APPLY TO: (a) either party’s breach of the confidentiality obligations under Section 10 above, or (B) EITHER PARTY’S indemnification obligations to the extent (and solely to the extent) that such damages ARE SOUGHT BY, AND PAYABLE as directed by a court of competent jurisdiction SOLELY TO, AN UNAFFILIATED THIRD PARTY THAT HAS BROUGHT claims for which SUCH indemnification is PROPERLY sought UNDER THIS AGREEMENT.

(B) Limitation on Damages.  To the maximum extent permitted by applicable law, whatever the legal basis for the claims in question, THE total aggregate liability OF EITHER PARTY TO THE OTHER PARTY (AND TO ANY THIRD PARTY) for any and all claims arising out of or relating to this Agreement (and regardless of whether the events giving rise to any given claim occurred in the last twelve (12) months) will not exceed (I) for either party’s infringement indemnification obligations set forth in section 14 of ths agreement, and indemnification obligations for call recording and claims arising from willful misconduct, the greater of (A) TWENTY million dollars (US$20,000,000)  or (B) the total amounts INVOICED for all COMPANY Services in the twelve (12) months prior to the event giving rise to the most recent claim; and (II) for all other liability arising under this agreement, the greater of (Y) THE total amounts INVOICED for all COMPANY Services in the twelve (12) months prior to the event giving rise to the most recent claim or (Z) two million dollars (US$2,000,000.00).  The limitation contained in this Section 13(B) will not apply TO either party’s defense obligations associated with infringement claims as set forth in section 14 of this agreement and Company’s sla obligations set forth in exhibit d of this agreement.

	
	Capped – limited exposure
	Uncapped – unlimited exposure

	Direct Damages – 


	
	

	Indirect Damages – 


	
	


EXAMPLE 4. 

LIMitation of liability. company’S MAXIMUM LIABILITY FOR CLAIMS ARISING FROM OR IN CONNECTION WITH A PURCHASE ORDER, THE SERVICES, OR THESE TERMS WILL BE THE AGGREGATE FEES PAID TO company HEREUNDER, EXCEPT WHERE AND TO THE EXTENT PROHIBITED BY APPLICABLE LAW.

	
	Capped – limited exposure
	Uncapped – unlimited exposure

	Direct Damages – 


	
	

	Indirect Damages – 


	
	


Indemnification:


Typical Structures:

· “hold harmless from any damages relating to any third party claim that the Services infringe or misappropriate third-party intellectual property rights”
· “indemnify and hold harmless company from all Claims payable to a third party to the extent resulting from or related to a claim arising from…”

· “hold harmless from damages relating to any claim by any unaffiliated third party that Indemnitee’s use of the Technology/Services  infringes on the rights of any third party.

· Company A will defend Company B from all any lawsuit (“Claims”) brought by an unaffiliated third-party claim that Company B’s use of the Company A Indemnified Materials infringes unaffiliated third party’s IP Company A will also pay the amount of any resulting adverse final judgment (or settlement to which Company A consents).

· Company A will defend Company B  against (i) all expenses of the Company B and (ii) all liability of the Company B for third party claims arising out of  or in connection with the violation of any third party's IP in connection with the performance of this Agreement.

	Indemnity Section Language:

	What is the level of protection? 

Indemnify, hold harmless & defend?
  (maybe add “upon request, defend”). In most states, Indemnify and Hold Harmless are synonymous. Defend is a different obligation.
 

Indemnitor: try to only get “defend” and not indemnify and hold harmless.  

Indemnitee: make sure you get indemnify/hold harmless + defend. 

	Who is to be indemnified? Who gets the coverage? 

Company? Affiliates? Directors, Officers, Agents and Employees and their respective successors in interest?

Indemnitor: Limit as many parties as you can.

Indemnitee: Expand the covered entities definition to cover as many of the above as possible. Look for even more. 

	Liability for Damages if damages are covered (not just defense). What is the Indemnitor responsible for? What type of damages will the Indemnitor pay for? 

Direct damages: all judgments, bona fide settlements (to which Indemnitor consents), penalties, losses, costs, damages, and other expenses [finally awarded] (including reasonable fees of attorneys and other professionals)

Indirect damages? Take a look at the limitation of liability section

“hold harmless from and against damages”

Indemnitor: keep the list of damages to a minimum and try to choose damages that need to be finally awarded, such as losses, and try to ensure the concept by qualifying with “finally awarded by a court of law, settlement or arbitration”. That limits what needs to be paid out by Indemnitor. 

Indemnitee: Try to get indirect damages covered. Look at the limitation of liability section to see if it is already precluded. 

	When can the defense trigger be pulled if defense is provided? Claims: any and all lawsuits, judicial actions or similar proceedings perhaps add “bona fide settlements (to which Indemnitor consents)”, 

An indemnitor's obligation for "damages," "losses," "costs and expenses," “judgments”, “penalties” [i.e. Actual Expenses] does not accrue until the indemnitee has actually made a payment or has otherwise actually expended sums. (post-litigation liability)
An indemnitor's obligation for "liabilities" arises after legal liability is imposed but before sums are actually expended. It accrues when liability is legally imposed, such as when a judgment is entered or a settlement is reached. (post-litigation liability)
A contract to indemnify for any "claim" accrues when a third party has merely instituted a suit. It is broader than “liability.” Pretty close to a “cause of action”. Indemnitor might want to define the term “claim” to mean a formal claim made in a complaint filed with a court. Indemnitee might try to define it as the right to make a demand for money, for property, or for enforcement of a right provided by law or contract. (pre-litigation liability)
At the farthest end of the continuum, a “cause of action” is a party’s right to seek judicial relief. (pre-litigation liability)

Pay the amount of any resulting adverse final judgment (or settlement to which Company consents)

Indemnitor: try to limit your obligation to “damages”, etc… 

Indemnitee: use claim or cause of action where it means you have a right to make a demand for money.

	How broad or narrow is the coverage? 

“Related to”[broad – not causal relationship- (i.e. “We're at risk for anything related to our work, not just for the problems we cause.”)], 

“arising from”[narrower - causal relationship] or 

“caused by”[most narrow – direct causal relationship] or

“in connection with” or

“arising out of the subject matter of this agreement” (see below)

By using a more limited description—e.g., one which covers only disputes “arising out of” the contract, and not those “relating to” the contract—the parties create the risk that a court will conclude that the parties did not intend the clause to be broad and, in particular, intended to exclude tort claims, which may be considered to “relate to” the contract but not to “arise out of” the contract.

The clearest way to bring all claims—contract-based and other, like torts that may not arise from contract —within the scope of an arbitration provision would be to allude not only to the contract but also to the activities that the parties will be engaging in as part of the transaction contemplated by the contract. From the standpoint of the reasonable reader, the all-encompassing scope of such a provision would render redundant or relating to as a means of covering claims other than those based in contract.

You could express this meaning simply by using arising out of the subject matter of this agreement, but to do so might be to invite an argument as to what constitutes the subject matter of the agreement. A more precise alternative would be to state what the subject matter of the contract consists of. For example, if you’re dealing with a manufacturing and supply agreement, for purposes of any arbitration provision you could say “any dispute arising out of this agreement, the Supplier’s manufacture of any quantity of the Product under this agreement, or sale of any quantity of the Product by the Supplier to the Buyer under this agreement.”

Whether you refer to the subject matter generally or specifically, this approach represents an improvement over arising out of and relating to.
These terms are also applicable to ARBITRATION provisions. However, the courts have attached significant meaning to “arising out of and relating to” in arbitration clauses, so be careful if you go beyond what the court is used to seeing. 

The term "related to" is typically defined more broadly than "arising out of" and is not necessarily tied to the concept of a causal connection. The phrase "arising out of" signifies that a causal relationship between the injury and the excluded activity, as defined therein, removes the injury from the ambit of the policy's coverage. (Coregis v. American Health) To "arise" out of means "to originate from a specified source." Webster's Third New International Dictionary 117 (1986); see also Black's Law Dictionary 102 (7th ed. 1999) (defining "arise" as "1. To originate; to stem (from) . . . 2. To result (from)"). The phrase "arising out of" is usually interpreted as "indicating a causal connection." If we want broader coverage, the go with “related to”. If we’re providing coverage, we want the narrower coverage, and go with “arising out of”.

Another way to look at it is with your family. Think in terms of how one arises out of one’s parents but is related to a broader group of people.

Indemnitor: try to narrow the scope by having your liability cover only liabilities “caused” by your technology.

Indemnitee: try to expand the scope by having liabilities that “are related to” the other side’s technology. 

	Who does the Indemnitor have to protect the indemnitee against? How broad is the class?

Limitation on who can bring an action against Indemnitee that triggers the defense and payment liability. Brought by an unaffiliated 3rd party only? Third party claims, for example. [Black's Law Dictionary 769 (6th ed. 1990). The plain, unambiguous meaning of "indemnify" is not "to compensate for losses caused by third parties," but merely "to compensate." You need to qualify] (this prevents coverage for litigation between the two contracting parties)][note: “affiliated third party” refers to an entity in which the Indemnitee has partial ownership. So you want to indemnify against true 3rd parties.]

Note: One can bifurcate the indemnification to cover the indemnitee from 1. Damages arising from indemnitor’s breach of K, and 2. Third party claims alleging infringement, misappropriation, defamation, etc… So this allows indemnitee to recover damages they themselves sustain as result of other party’s breach, or have the other party step in their shoes to defend and pay judgments from third parties. 

Watch out for this as a very clever way to get around a cap on damages and limit on types of damages because if there is an indemnification carve out in the LoL section, then breaches of the agreement are also carved out, rendering the LoL section useless.

Indemnitor: you want to cover only unaffiliated 3rd party claims. 
Indemnitee: try to get coverage for “claims” or liabilities in case you can get indemnification, like attorney fees, for these.

	Infringes or misappropriates? 

All IP, TM, Patent, ©? US only? 

as authorized hereunder (should only cover authorized uses)

Indemnitor: try to limit only to US IP, even if you have services outside of the US. See if you can limit to trademark infringement only. Or perhaps copyright. You might even try “trademarks, service marks, copyrights, rights of publicity, and trade secret” with the intent that you don’t want to risk coverage for patent infringement.  
Indemnitee: Make sure you get the full bucket of IP rights + wherever the services are provided. IF you don’t know, then obtain worldwide protections. 

Tips:

· Try to remove any specific provisions dealing with intellectual property infringement indemnity.

· Limit the indemnity to not apply to situations where the intellectual property violation is caused “solely” by the other party or “in whole or in part” (better outcome) by the other party.

· Limit the indemnity to not apply to situations where you are making a product to comply with the specifications required under the contract, where another party alters or modifies your product without authorization or where another party commingles your product with another product.

· Limit the indemnity to patent infringement only. Furthermore, patent infringement may be limited to U.S. patents only as opposed to patents in other countries.



	What IP is covered? 

What is it of the Indemnitor that is going to get the Indemnitee in trouble? Technology? Product, Service? Look out for the trap door definitions where the scope is either under or over inclusive. 

Indemnitor: You want to limit what is contained in this bucket. One technique is to have a defined term elsewhere in the contract that makes the indemnified technology very narrow.  For example, if the “Technology means documents and specifications created during the term”, but does not include deeper technology that could be the subject of patent infringement, you may have carved off a lot of liability. 
Indemnitee: You will need to make sure you know exactly what is being covered under this clause. One technique is to list all of the technology in this section, and then define it as “Indemnified Technology”. Watch out for techniques above. 

	Indemnification against bodily injury and property damage claims:

· If the indemnification provision uses terms such as “any and all liability,” try to amend this to “bodily injury” and “property damage.” Limiting the indemnification to “bodily injury” and “property damage” will eliminate responsibility for lawsuits involving breach of contract, intellectual property infringement and breach of privacy.

· Narrow the definition of “property damage” to exclude damage to “data.” It is important to note that the insurance industry has taken this approach under the most recent General Liability forms.

· Limit the indemnity for “bodily injury” and “property damage” arising “directly” from your conduct and eliminate the term “indirectly.”

· Limit the indemnity to your “negligent” acts, errors and omission instead of “any” acts errors or omissions.

· Limit the indemnity for “bodily injury” and “property damage” “to the extent caused by your negligence” or “in whole or in part caused by your negligence.”

· If you can’t negotiate the above-mentioned concessions, try to limit your total liability to that which is covered by your General Liability insurance and Professional Liability insurance policies. Or, if this approach is not successful, try to negotiate a monetary cap for damages such as $100,000.



	Indemnification against breaches of warranty or breach of contract:

Attempt to limit liability to claims alleging “bodily injury” and “property damage.” If you are successful with this maneuver, you may have eliminated all of your indemnity risk for economic damages not associated with “bodily injury” and “property damage.”

· Try to limit your total liability to that which is covered under your General Liability insurance and Professional Liability insurance policies.

· To the extent that the above approach is not successful, try to negotiate a monetary cap for damages such as $100,000.



	Indemnification against breaches of privacy or other laws:

Invasion of privacy and identity theft claims can arise out of tech work where a tech product or service fails resulting in release of confidential information such as bank account numbers, credit card numbers, social security numbers, medical records, etc.

Many contracts for tech work contain a specific indemnification provision for these types of violations where confidential information is being collected. In addition, more generalized indemnity provisions can capture these types of claims if the general indemnity provision is not limited to claims for “bodily injury” and “property damage.”

Negotiation tips:
· Attempt to remove any specific provision dealing with breach of privacy indemnity from the contract.

· Limit the indemnity to not apply to situations where the breach of privacy is caused “solely” or “in whole or in part” (better outcome) by the other party.

· Limit the indemnity to only apply to the extent covered by your General Liability insurance or Professional Liability insurance.

· Place a monetary cap on the indemnity such as $100,000.

Also, for indemnification of violation of laws, and you want to be protected, don’t just say violation of law, because there could be all kinds of procedural reasons why the plaintiff might fail, raising the indemnitor’s argument that it doesn’t need to pay out because it wasn’t determined that they violated a law. Instead, you could say: “any third party claims alleging that indemnitor’s marketing efforts violated applicable laws or third party rights”. This way you can be covered from the start. However, be careful if you are giving this indemnification. 



	Only for direct or contributory infringement? 

Direct is where the other party directly infringes on a 3rd party’s IP. Third party? (third parties, not those of a customer – see case)

Indemnitor: Try to limit to direct infringement.  Indirect infringement really opens up liability when you’re talking about 3rd party liability. 
Indemnitee: You want to get contributory infringement. 

	Carve outs from indemnification?

Pro-indemnitee: add in “to the extent” – as in; “Indemnitor’s obligations hereunder do not apply  with respect to infringement claims to the extent they arise as a result of”. This scales back the indemnitor’s carve out so they can’t say “We are only 99% to blame, but the carve out gets us out of the indemnification obligation because of your 1%.

	· Unauthorized use?

“Company’s use of the Company Indemnified Materials in a manner not authorized or contemplated under this Agreement”;

This is an important carve out because the Indemnitor should not be liable when their technology is used in a manner not authorized. The trick with these exceptions is that the exception should be the reason there is infringement.

	· Use for benefit of 3rd party?

This is a way to control your IP if you have not given permission for the licensee/Indemnitee to share with 3rd parties. It says that you’re on the hook if a 3rd party uses it or it is for the benefit of a 3rd party. 



	· Compliance with Customer design or specification?

This seems obvious on the surface – if we are developing a deliverable to your specifications or designs, then we shouldn’t be on the hook because we are just the “scrivener”.  However, watch out for all SOWs to state at the top: “The deliverables are developed in accordance with the Licensee’s designs and specifications.” This means that most things produced could be an exception to the indemnification obligation. 

	· Combination with materials not provided by the Indemnitor?

“that Company’s use of the Company Property, the combination of the Company Property with the Company Platform (if such claim would not have arisen but for such combination), or use of any of the foregoing, infringes or misappropriates any intellectual property right or other proprietary right of any third-party”

· Pro-indemnitor: “combination of the Service with anything not provided to You by the Company”

· Pro-indemnitee: “combination of the Service with anything not provided to You by the Company to the extent that there would not be an infringement but for such combination”

	· Liability arising after being informed by the Indemnitor that the Indemnitee needs to stop using the infringing product.

· “Your continuing to use the Service after being notified that the Service may be infringing”

	Tax adjustment to final payment: Limit the payment to real economic loss – which is net of tax benefits ‘equal to the value of any next Tax benefit that the indemnitee actually realized and used to reduce its otherwise taxable income. 

Offsets against insurance: the amount of Indemnifiable Losses is net of any amounts actually recovered by Indemnitee from third parties. An Indemnitor is subrogated to the rights of an Indemnitee upon the Indemnitor’s payment in full of the amount of the relevant Indemnifiable Loss. An insurer who is otherwise obligated to pay a claim is not relieved of the responsibility with respect to the claim and has no subrogation rights with respect to the claims. 

This is smart for the Indemnitor to include and it shouldn’t be too controversial in principle. It allows the Indemnitor to get paid by the Indemnitee’s insurer.



	Exclusivity of remedy: indemnification should be the exclusive remedy because in the absence of an exclusivity clause, the indemnitee may also pursue common law remedies, such as damages and specific performance. Although double recovery is not permitted, common law claims for misrepresentation or breach of contract are not subject to any of the negotiated limits on duration or dollar exposure. “The rights and remedies set forth in this section constitute the exclusive rights and remedies of the parties in respect of the matters indemnified under Sections [state the indemnification sections]


Mirror Indemnities Don’t Work:

A “Mirror indemnity” is where the parties agree to the same indemnification language. Usually, you will see it as “Indemnitor” and “Indemnitee”. However, if there is a duty to defend in a mirror indemnity, it defeats the point. Instead of creating certainty by determining in advance who defends a suit, a mirror indemnity says either party might have to defend, depending on who’s at fault. That almost guarantees that neither party will defend the other because neither will accept fault. 

A mirror indemnity could work if you leave defense obligations out. Then the parties could wait until the end of the suit to see who the court blames for the loss in question (if anyone), and that party can pay any judgments and maybe even reimburse the other’s defense costs. Of course, when you’re drafting that sort of clause, you have to figure out what happens if the case settles before a court rules on fault.

But that won’t work if defense is the number-one goal of the indemnity, as in most IT deals. So in most IT contracts, mirror indemnities don’t work.

Combination Code Complications: 

Below are several scenarios where the parties both contribute code to a project and there is a resulting infringement claim that the project infringes on the IP rights of a 3rd party.

	Company A
	Company B
	Who owns indemnification risk for combined code?

	White Code
	Black Code
	Company B. In this situation, Company B contributes code that is otherwise infringing. 



	Black Code
	White Code
	Company A. In this situation, Company A contributes code that is otherwise infringing.

	Black Code
	Black Code
	Both parties have code that is otherwise infringing, and jointly they have created increased liability for the other party. A unilateral, one way indemnification would be unfair to one party because they may be asked to indemnify the other party, even though their code is also infringing. The solution here may be to have each party step  up to any liability created by their code in combination, or otherwise. Or you could punt and have a court determine down the road who is liable. The problem in reality with these situations is trying to determine which party has to step up to defend the other party if both parties are at fault, yet both parties deny. 

	White Code
	White Code
	This situation is probably the most contentious because neither party would be infringing 3rd party rights but for the combination.  Often, the main provider of the software may step up to the obligation because even the “but for the combination, the code would not otherwise be infringing” doesn’t help. Or the parties could just let liability be determined by the courts. 


SAMPLE LANGUAGE:

Sample Indemnification Language Option 1:

This is a bit unusual, but it is well structured because it cleanly separates the defense and payment obligations. Most indemnity provisions combine these two concepts: 

General.  Subject to Section (a)(ii) below, Company A will defend Company B and Company B’s Affiliates from all any lawsuit, judicial action or similar proceeding (“Claims”) brought by an unaffiliated third-party claim that Company B’s use of the Company A Indemnified Materials infringes or misappropriates such unaffiliated third party’s patent, copyright or trademark or makes intentional unlawful use of its trade secrets or undisclosed information. Company A will also pay the amount of any resulting adverse final judgment (or settlement to which Company A consents). 

“Company A Indemnified Materials” means the Company A Platform, Company A Collateral Materials, any Company A Application Modules, and any Deliverables. This section provides Company B’s exclusive remedy for these claims.  The terms “intentional unlawful use” and “undisclosed information” are used as defined in Article 39.2 of the TRIPs agreement.

(i) Company A’s obligations under the foregoing Section 9(a)(i) with respect to any third party patent claims shall apply solely to such claims wherein the Company A Platform, Company A Applications and/or Company A Content alone, without combination or modification, constitute direct or contributory infringement of such third party patent claim.  Further, Company A’s obligations will not apply to the extent that the claim or adverse final judgment is based on; 

(1) damages attributable to the value of the use of a product, service, data or business process that was not supplied by Company A hereunder; 

(2) Company’s use of the Company A Indemnified Materials in a manner not authorized or contemplated under this Agreement; 

(3) Company’s use of the Company A Indemnified Materials for the benefit of any third party; or 

(4) Company B’s use of Company A’s trademark(s) without express written consent to do so. Company B will reimburse Company A for any costs or damages that result from these actions.

Sample Indemnification Language Option 2:

1.1 Indemnification of Claims. Each Party (the “Indemnifying Party”) agrees to defend, indemnify and hold harmless the other Party, its affiliates, and each of its and their directors, officers, employees, agents, successors and assigns (collectively, the “Indemnified Parties”), from and against any against any and all claims, demands, actions, investigations or other proceedings, including but not limited to, all damages, losses, judgments, debts, liabilities, costs and expenses arising therefrom, including reasonable outside attorneys’ fees (“Claim”), brought by a third party against the Indemnified Parties or any of them to the extent that it is based on or arises out of: (a) the Indemnifying Party’s breach of its representations, warranties, covenants or obligations under this Agreement; (b) an allegation that the Indemnifying Party’s technology provided under this Agreement, or the operation of the Indemnifying Party’s services in connection with this Agreement, or the performance by Indemnifying Party pursuant to this Agreement, infringes or violates any Intellectual Property Right or other right of any third party, except to the extent that any such Claim arises from or relates to an action by the Indemnified Party that alters or changes the technology or services provided or combines the technology or service provided with another technology or service; (c) the Indemnifying Party’s violation of any applicable federal, state or local law or regulation in the performance of its obligations hereunder.  The foregoing is the sole and exclusive remedy of an Indemnified Party, and the sole liability of an Indemnifying Party, with respect to any claims of infringement of Intellectual Property Rights of any kind.

Indemnification Process. The Indemnified Parties must notify the Indemnifying Party promptly in writing of any claim for indemnification hereunder, and provide, at the Indemnifying Party’s expense (to the extent of out-of-pocket expenses only), all reasonably necessary assistance, information and authority to allow the Indemnifying Party to control the defense and settlement of such Claim; provided that the failure of the Indemnified Parties to promptly inform the Indemnifying Party of any claim shall not excuse the Indemnifying Party of its indemnification obligations except to the extent such failure materially prejudices the Indemnifying Party. Notwithstanding the foregoing, the Indemnifying Party shall not enter into any settlement of the defense of such action, other than with respect to the payment of monies, without the Indemnified Party’s prior written consent, which consent shall not be unreasonably withheld or delayed. The Indemnified Party may participate at its expense in the defense and/or settlement of any such action with counsel of its choosing and at its sole expense.

Sample Indemnification Language 3: Good for a software owner licensing software to clients where clients are going to ask for indemnification against infringement:

Claims Against Licensee.  Licensor will defend, at its own expense, any claim, suit or action against Licensee brought by a third party to the extent that such claim, suit or action is based upon an allegation that the SDK infringes any intellectual property rights of such third party (“Licensee Claim”), and Licensor will pay those costs and damages finally awarded against Licensee in any such Licensee Claim that are specifically attributable to such Licensee Claim or those costs and damages agreed to in a monetary settlement of such Licensee Claim.  The foregoing obligations are conditioned on Licensee:  (i) promptly notifying Licensor in writing of such Licensee Claim; (ii) giving Licensor sole control of the defense thereof and any related settlement negotiations; and (iii) cooperating and, at Licensor’s request and expense, assisting in such defense.  Notwithstanding the foregoing, Licensor will have no obligation under this Section 12.a or otherwise with respect to any infringement claim based upon:  (1) any use of the SDK not in accordance with this agreement; (2) any use of the System in combination with products, equipment, software, or data not supplied or approved by Licensor if such infringement would have been avoided without the combination with such other products, equipment, software or data; or (3) any modification of the SDK by any person other than Licensor or its authorized agents or subcontractors.  This Section 12.a states Licensor’s entire liability and Licensee’s sole and exclusive remedy for infringement claims or actions.

13. Claims Against Licensor.  Licensee will defend, at its own expense, any claim, suit or action against Licensor brought by a third party to the extent that such claim, suit or action is based upon an allegation that the Application infringes any intellectual property rights of such third party (“Licensor Claim”), and Licensee will pay those costs and damages finally awarded against Licensor in any such action that are specifically attributable to such Licensor Claim or those costs and damages agreed to in a monetary settlement of such Licensor Claim.  The foregoing obligations are conditioned on Licensor:  (i) promptly notifying Licensee in writing of such Licensor Claim; (ii) giving Licensee sole control of the defense thereof and any related settlement negotiations; and (iii) cooperating and, at Licensee’s request and expense, assisting in such defense.

SAMPLE INDEMNIFICATION LANGUAGE 4: Good for Licensee

11.
INDEMNIFICATION
11.1
(a) Licensor will indemnify, and at TechCo's request defend, TechCo, its Affiliates and each of their respective officers, directors, employees, permitted successors, agents and representatives, from and against all claims, damages, losses, liabilities, costs, expenses, and reasonable attorneys’ fees (collectively “Damages”) incurred in connection with any and all claims, actions or other proceedings brought by a third party arising out of: (i) any allegation or claim that any Licensor Data violates the Intellectual Property Rights of such third party; (ii) any allegation or claim, arising in the US only, that any Licensor Data defames, slanders, or libels such third party; (iii)  any allegation or claim that any Licensor Marks licensed to TechCo and utilized by TechCo pursuant to this Agreement violate the trademark rights of such third party; or (iv) breach of any warranty set forth in Section 10.1. Notwithstanding the foregoing, Licensor shall not be liable for any portion of Damages arising under the foregoing sub-sections (i), (ii) and (iii), to the extent such Damages arise from TechCo’s failure to comply with a related removal request in accordance with Section 7.4.


(b) TechCo will indemnify, and at Licensor's request defend, Licensor, its Affiliates and each of their respective officers, directors, employees, permitted successors, agents and representatives, from and against all claims, damages, losses, liabilities, costs, expenses, and reasonable attorneys’ fees (collectively “Damages”) incurred in connection with any and all claims, actions or other proceedings brought by a third party arising out of a breach of any warranty set forth in Section 10.2.

11.2
Promptly, upon becoming aware of any matter that is subject to the provisions of this Section 11 (a “Claim”) the indemnitee must give notice of the Claim to the indemnitor. The indemnitee will have the right, at its option, to participate in the settlement or defense of the Claim, with its own counsel and at its own expense, but indemnitor will have the right to control the settlement or defense.  Indemnitor will not enter into or disclose to third parties any settlement without indemnitee’s prior written consent.

SAMPLE INDEMNIFICATION 5: Good for Licensor

Client will indemnify, defend, and hold Content Provider and its officers, directors, agents, and employees harmless from and against any and all claims, actions, losses, damages, liabilities, costs and expenses (including but not limited to claims or liabilities for personal injury, intellectual property infringement, fraud, deceptive advertising, violation of any state or federal laws or regulations, property damage, attorneys’ fees and court costs) (collectively a “Third Party Claim”) arising out of or in connection with (i) the Advertising Materials, Client Instructions, or Client’s use of the Services, (ii)  any breach of these Terms by Client, (iii) any Promotion, including any claims for any violation by the Promotion of any applicable law, rule or regulation or (iv) Client’s advertising, products or services or the provision thereof to end users. Content Provider will notify Client promptly of any Third Party Claim for which it seeks indemnification and will permit Client to control the defense of such Third Party Claim with counsel chosen by Client; provided, that Client will not enter into any settlement that contains any admission of or stipulation to any guilt, fault, liability or wrongdoing on the part of Content Provider without Content Provider’s prior written consent.

Sample Indemnification Language 6:

2.1. .  Provided that Content Provider has complied with the provisions of Section 7, Distributor agrees to defend and pay any resulting damages awarded or settlement reached with any third party claim or action brought against Content Provider or its successors, officers, directors and employees to the extent such claim is based on a claim that arises from, or is related to: (a) a breach of this Agreement, including without limitation, a breach of any warranty set forth in this Agreement; (b) an infringement or misappropriation of the copyright, patent, trademark, trade name, or other intellectual property right of any person related to materials provided by Distributor; and (c) any modification of the Feed Content by Distributor or combination by Distributor of the Feed Content with something else.  

Sample Indemnification Language 7: This is a clean, straight-forward Indemnification clause. 

Claims Against Licensee.  Software Provider will defend, at its own expense, any claim, suit or action against Licensee brought by a third party to the extent that such claim, suit or action is based upon an allegation that the SDK infringes any intellectual property rights of such third party (“Licensee Claim”), and Software Provider will pay those costs and damages finally awarded against Licensee in any such Licensee Claim that are specifically attributable to such Licensee Claim or those costs and damages agreed to in a monetary settlement of such Licensee Claim.  

Conditions. The foregoing obligations are conditioned on Licensee:  (i) promptly notifying Software Provider in writing of such Licensee Claim; (ii) giving Software Provider sole control of the defense thereof and any related settlement negotiations; and (iii) cooperating and, at Software Provider’s request and expense, assisting in such defense.  

Carve-outs. Notwithstanding the foregoing, Software Provider will have no obligation under this Section 12.a or otherwise with respect to any infringement claim based upon:  (1) any use of the SDK not in accordance with this Agreement; (2) any use of the System in combination with products, equipment, software, or data not supplied or approved by Software Provider if such infringement would have been avoided without the combination with such other products, equipment, software or data; or (3) any modification of the SDK by any person other than Software Provider or its authorized agents or subcontractors.  This Section 12.a states Software Provider’s entire liability and Licensee’s sole and exclusive remedy for infringement claims or actions.

Are the words “indemnify” and “hold harmless” synonymous? 

Some courts say they are, some courts say they are not. 

No. One is offensive and the other is defensive-even though both contemplate third-party liability situations. “Indemnify” is an offensive right-a sword-allowing an indemnitee to seek indemnification. “Hold harmless” is defensive: The right not to be bothered by the other party itself seeking indemnification.

Queen Villas Homeowners Ass'n v. TCB Property Management  149 Cal.App.4th 1, *9, 56 Cal.Rptr.3d 528, **534 (Cal.App. 4 Dist.,2007)

 

 Yes. The Court notes that “save harmless” and “hold harmless” are synonymous with “indemnify” and thus signify no separate duties. Henthorne v. Legacy Healthcare, Inc., 764 N.E.2d 751, 756-57 (Ind.App.Ct.2002) (citations omitted). Accordingly, because the duty to indemnify is not at issue here, the Court need not address the duty to “hold harmless.” However, the duty to defend is a duty independent of the duty to indemnify against loss or liability, id. at 757 (citingOzinga Transp. Sys., Inc. v. Mich. Ash Sales, Inc., 676 N.E.2d 379, 388 (Ind.App.Ct.1997), and thus the duty to defend is properly before the Court.
Paniaguas v. Aldon Companies, Inc.  2006 WL 2788585, *5 (N.D.Ind.) (N.D.Ind.,2006)

 

 Yes. The term “hold harmless” is synonymous with the word “indemnify.” BRYAN A. GARNER, A DICTIONARY OF MODERN LEGAL USAGE 436 (2d ed.1995). Accordingly, a hold harmless agreement is nothing more or less than an indemnity agreement. Pinney v. Tarpley, 686 S.W.2d 574, 579 (Tenn.Ct.App.1984). The concept of indemnity involves the shifting of the entire burden of liability from one person to another. The right of indemnity refers to a party's right to be protected from or to be compensated for a loss resulting from a legal action taken against the party by another.
Long v. McAllister-Long  221 S.W.3d 1, *10 (Tenn.Ct.App.,2006)

  

Yes. Wachovia and other bank lenders also contend that they have the necessary contractual entitlement because in some or all of the agreements, each borrower must indemnify the bank lenders against all losses and damages incurred in connection with the bank lenders entering into and performing under the credit agreements.FN39 The Court is not persuaded. The key word there is “indemnify,” which has long been held to be synonymous with “hold harmless,” FN40 and which has been variously defined as “[t]o restore the victim of a loss, in whole or in part, by payment, repair, or replacement,” FN41 or “to make good a loss that someone has suffered because of another's act or default.” FN42 Indemnification provisions give rise to restitutionary rights, and are not back-door means to get the benefit of one's bargain.

FN40. Bryan A. Garner, A Dictionary of Modern Legal Usage 436 (2d ed.1995) (“ Garner”).

FN41. Black's Law Dictionary 769 (6th ed.1990) (emphasis added). It continues with other definitions, to the same effect, several of which use the words “save harmless” and “reimbursement.” Id.
FN42. Garner at 436.

In re Adelphia Communications Corp.  342 B.R. 142, *155 (Bkrtcy.S.D.N.Y.,2006)

 

Yes. Lastly, IES argues section 5.12 entitled, “Indemnity to Company,” precludes liability for breach of any duty to warn the Pearsons of the dangers inherent with using its gas. Section 5.12 states:

Customer shall indemnify, hold harmless and defend company against all claims, demands, costs or expenses for injury to persons or loss or damage to property, in any manner directly or indirectly connected with, or growing out of the distribution or use of gas service by customer at or on customer's side of the point of delivery.

The common meaning of “indemnify” is “to reimburse (another) for a loss suffered because of a third party's or one's own act or default.” Black's Law Dictionary 783-84 (8th ed.2004). “Hold harmless” is synonymous with “indemnify.” Id.at 749. IES's use of these words clearly indicates *345 the intent of section 5.12 was to protect IES from claims brought by third parties, not those of a customer. See Wallerstein v. Spirt, 8 S.W.3d 774, 779-80 (Tex.Ct.App.1999) (discussing the characteristics of an indemnity agreement). Therefore, section 5.12 does not shield IES from liability for its failure to warn the Pearsons of the dangers inherent with using its gas.

Estate of Pearson ex rel. Latta v. Interstate Power and Light Co.  700 N.W.2d 333, *344 -345 (Iowa,2005)

  

 

Yes. The indemnity agreement here omitted serial commas between key verbs imposing duties but is still intelligible: Sunshine Rehab “agrees to save defend indemnify an [sic] hold [Legacy Healthcare] harmless of and from any and all liability, loss, cost or expenses.” Appellant's App. at 61 (emphasis in original). “Save harmless” and “hold harmless” are synonymous with “indemnify” and thus signify no separate duties. See Bryan A. Garner, A Dictionary of Modern Legal Usage 436 (2d ed.1995) (citing *757 Brentnal v. Holmes, 1 Root (Conn.) 291, 1 Am. Dec. 44, 1791 WL 252 (1791)). However, the duty to defend is a duty independent of the duty to indemnify against loss or liability. See Ozinga Transp. Sys., Inc. v. Mich. Ash Sales, Inc., 676 N.E.2d 379, 388 (Ind.Ct.App.1997) (holding that the indemnity contract required indemnitor to “defend and indemnify” the indemnitee, and remanding to the trial court for further proceedings on the indemnification claim and for calculation of indemnitee's costs in defending the action), trans. denied; cf. Seymour Mfg. Co. v. Commercial Union Ins. Co., 665 N.E.2d 891, 892 (Ind.1996) (reviewing an insurance contract and beginning with the principle that the duty to defend is broader than the duty to indemnify). According to general principles of contract interpretation, then, there appear to be two main duties contained in this indemnity clause: 1) Sunshine Rehab promised to indemnify Legacy Healthcare for liability or loss to a third party where Sunshine Rehab bears responsibility for that liability or loss; and 2) Sunshine Rehab promised to defend Legacy Healthcare from liability to a third party where Sunshine Rehab bears responsibility for the injury leading to that liability.

Henthorne v. Legacy Healthcare, Inc.  764 N.E.2d 751, *756 -757 (Ind.App.,2002)

 

 

Yes. However, Oxy relies on the provision of Paragraph 4 that users of the premises or property of Oxy shall “indemnify and/or hold harmless OCCIDENTAL ... for/from any and all claims, expenses, costs, causes of action, liabilities, losses or damages of any nature whatsoever ... from whatsoever cause, including any damage caused to OCCIDENTAL's premises or property” by the Southern Sun. This Paragraph is obviously directed to indemnification rather than exemption from liability but Oxy contends that the use of the conjunction “and/or” preceding “hold harmless” makes it more than an alternative or synonym and adds exemption from liability to the indemnification provisions of the paragraph. Sun argues that “hold harmless” has never had any meaning other than as a synonym for “indemnify; ” the cases support its contention that “and/or hold harmless” results from the excess caution of a scrivener of the document. When construed against the proferens, as the law requires in the case of ambiguity, there is no justification for interpreting “and/or hold harmless” as *65 anything other than a synonym for “indemnify.”
Complaint of Sun Schiffahrts G.m.b.H. & Co., K.G.  608 F.Supp. 51, *64 -65 (D.C.Pa.,1984)

Indemnification Process and Requirements: 

In the event of infringement, Company decides the following? Procedural issues: notice, right to dispute the liability to the indemnitee (30 days) – negotiate in good faith.

· Procure the right?

· Modify or replace with functional equivalent?

· Right to terminate agreement if neither above?

Add: This section provides Company’s exclusive remedy for these claims.

Sample Process Language:
Example 1:  Notwithstanding any other provision of this Agreement to the contrary, to the extent any Service provided by Vendor, under this Agreement in any way becomes the subject of any claim, suit or proceeding for infringement of any third party Intellectual Property Rights, or  any Service provided by Vendor or any part thereof, is held or otherwise determined to infringe any third party Intellectual Property Rights, Vendor will at its sole expense achieve the following results in the listed order of preference: 

(1) secure for Buyer the right to continue using the Service; or 

(2) replace or modify the Service to make it non-infringing without degrading its performance or utility (provided that with respect to (1) and (2) Vendor shall be responsible for the reasonable and necessary costs incurred by Buyer to obtain replacement services for the applicable Service or 

(3) assist Buyer in migrating the applicable  Service to an alternate provider. 

Example 2:  With regard to any Claim, Indemnitor’s obligations are subject to the following conditions: 

(a) Company must promptly notify Indemnitor in writing of the Claim; 

(b) Indemnitor will have sole control over defense or settlement of the Claim; 

(c) Company must provide Indemnitor with reasonable assistance in the defense of the Claim, for which Indemnitor will reimburse Company’s reasonable out of pocket expenses.

Indemnitor will have no liability for any Claim to the extent based on 



(a) any unauthorized, use, disposition or promotion of the Service or Indemnitor trademark by Company;

(b) a patent or copyright owned, controlled or that could reasonably have been licensed by Company or affiliate thereof; 

(c) combining the Service with a non-Indemnitor product, data or business process; 

(d) damages attributable to the value of the use of a non-Indemnitor product, data or business process; or 

(e) continued use of the Service or portion thereof after notice from Indemnitor to cease use on account of any alleged infringement. Company will reimburse Indemnitor for all damages, costs, and expenses incurred resulting from such actions.  

In addition to the obligations set forth in Section above, if Indemnitor receives information concerning a Claim, Indemnitor may, at its expense, but without obligation to do so, undertake further actions such as: 



(a) procuring for Company such right(s) or license(s) as may be necessary to address the Claim; 



(b) replacing or modifying the Service to make it non-infringing, or 



(c) terminating the license and refunding the unearned Service fees.  
This Section provides your exclusive remedy for third party infringement claims.

Example 3: In addition to the defense and indemnification obligations of Vendor hereunder, Vendor agrees that if the Services or the exercise of any rights conferred by or pursuant to this Agreement with respect to any of the foregoing, or any Reseller service based on any of the foregoing, becomes the subject of an Action described above under this Article, or is enjoined or prohibited in connection with any such Action, Vendor shall, at its sole expense, take the following:

(a) 
obtain a license and/or other necessary rights permitting the continued exercise of the rights conferred by or pursuant to this Agreement, including without limitation with respect to such Services, Reseller Support Services,  or Reseller’s services; or

(b)
replace or modify the affected Services and/or Reseller Support Services so that the same still complies with the applicable Specifications and other requirements of this Agreement while permitting the continued exercise of the rights conferred by or pursuant to this Agreement with respect to such Services, Reseller Support Services, or Reseller service.

  B.
In the event that Vendor cannot accomplish (a) or (b) above on commercially reasonable terms not later than sixty (60) days after Vendor becomes aware of the Action, at Reseller’s option, Vendor shall promptly refund to Reseller all amounts pre-paid in connection with the applicable Services not delivered.  

Release v. Indemnity: A release extinguishes a claim or cause of action as would a prior judgment and is an absolute bar to any suit on the released matter. See Dresser Indus., Inc. v. Page Petroleum, Inc., 853 S.W.2d 505, 508 (Tex. 1993); Derr Constr., 846 S.W.2d at 858. An indemnity arises from a promise by the Indemnitor to safeguard or hold harmless against existing or future loss, liability, or both. See Dresser Indus., 853 S.W.2d at 508; Derr Constr., 846 S.W.2d at 858. HN7[image: image1.png]


Unlike a release, which suppresses a cause of action, an indemnity creates a potential cause of action between the indemnitee and the Indemnitor. See Dresser Indus., 853 S.W.2d at 508; Derr Constr., 846 S.W.2d at 858. A release extinguishes any  [*780]  actual or potential claims the releasor may have against the releasee without regard to third parties. See Derr Constr., 846 S.W.2d at 858. In contrast, an indemnity does not apply to claims between the parties to the agreement. See id. Rather, it obligates the Indemnitor to protect the indemnitee against claims brought by persons not a party to the provision.  [**13]  See id.HN8[image: image2.png]


Typical release language is generally "release, discharge, relinquish." Derr Constr., 846 S.W.2d at 859. HN9[image: image3.png]


Typical indemnity language is "indemnify, save, protect, save/hold harmless." Id.

A release is between two parties and does not have effect on third parties. Indemnification is just the opposite. 

Indemnification Negotiation:

1. First, take a look at the Limitation of Liability language to see how detrimental the indemnification liability may be to your company. 

	
	Capped Liability
	Uncapped Liability

	Direct Damages
	If all liabilities are capped, then your indemnification liability is also capped. 

You are Indemnitor: Keeping liability in this section is the best you can do. 

You are Indemnitee: This is not good for you because you will have to pay out of pocket for actual damages above the liability cap for liabilities between the parties and indemnification liabilities.
	You are Indemnitor: If there are direct indemnification damages listed in this section, then you have an uncapped liability for all direct damages listed in the indemnification section. This is potentially a serious risk and you need to hammer down on the indemnification section.

You are Indemnitee: You are at least covered for all direct indemnification liabilities in the indemnification section. However, check to see if attorney fees are covered as well. 

	Indirect Damages
	
	You are Indemnitor: This is a RED ALERT if indemnification is listed in this section. This could destroy your business if you are not adequately insured. There is no limit to what you may be asked to indemnify against. You must do everything you can to reduce the scope of your indemnification, expand the exceptions, and make sure you control the process. 

You are Indemnitee: Good job. You’re covered for indemnification. 


2. Then take a look at the various components of the indemnification language and maximize your advantage in all three areas below if the LoL exposes uncapped indemnification risk.



Indemnification Techniques to Deploy or Watch Out For:

Techniques to expand indemnification obligations:

· “arising from” + expand the Indemnifiable bucket to include everything

· Add “except as otherwise stated in this Agreement” as a carve out to the LoL + don’t limit damages in the indemnification section

· Don’t have a limit to 3rd party claims – cover for 1st party claims or affiliated 3rd parties 

· Get indemnification uncapped in LoL and get indemnification for causes of action arising from contract breaches in the indemnification section – this way you can expand the universe of potential covered claims

· Get Indemnification for “causes of action” – which is very broad

Techniques to reduce indemnification obligations:

· Limit indemnification to trademark infringement 

· Only “defend” – not indemnify. Or in the LoL section only have “obligation to defend” uncapped. This caps your indemnification liability.

· Focus on expanding the exceptions to the indemnification obligations.

· Limit indemnification to infringement of US patents, not worldwide. 

· Limit indemnification to “damages” and/or “losses” – pushes out liability for payment when the damages have been quantified, so there possibly isn’t a defense obligation, only payment of fees.

· Do not carve out IP indemnification from the limitation of liability section in order to keep the exposure capped at a pre-defined amount

· This is underhanded, so watch out for this technique: “Intellectual Property” is covered under indemnification and is carved out under the LoL section. However, at the top, “Intellectual Property” is defined as all common IP rights except patent rights. 

Break the indemnification process down:

· Upon the assertion of any claim or the commencement of any suit or proceeding against an indemnitee by any third party that may give rise to liability of an indemnitor hereunder, 

· the indemnitee shall promptly notify the indemnitor of the existence of such claim (unless failure to give such prompt notice shall not materially prejudice the indemnitor's rights) and 

· shall give the indemnitor reasonable opportunity to defend and/or settle the claim at its own expense and with counsel of its own selection. 

· The indemnitee shall cooperate with the indemnitor, 

· shall at all times have the right fully to participate in such defense at its own expense and 

· shall not be obligated, against its consent, to participate in any settlement which it reasonably believes would have an adverse effect on its business. 

· An indemnitee shall not make any settlement of any claims which might give rise to liability of an indemnitor hereunder without the prior written consent of the indemnitor.
CONFIDENTIAL INFORMATION:
Typically, the parties will have an NDA in place during the course of the pre-Agreement negotiation phase. However, many NDAs are supplanted by the definitive agreement after it becomes effective. So the parties will add in a confidentiality section to the Agreement to address this concern. 
Sample 1 Confidential Information: this is a simple, general use confidentiality provision:

Any information concerning either party's business operations that is not generally known to the public, including but not limited to, marketing plans, sales and other financial information and the terms and conditions of these Terms shall be considered “Confidential Information”. 

Each party agrees that it has no interest in or right to use the Confidential Information of the other party except in accordance with the terms of these Terms. Each party acknowledges that it may disclose Confidential Information to the other in the performance of these Terms.  The party receiving the Confidential Information shall:

i) Maintain it in strict confidence and take all reasonable steps to prevent its disclosure to third parties, except to the extent necessary to carry out the purposes of these Terms, in which case these confidentiality restrictions shall be imposed on the third parties to whom such disclosures are made;

ii) Use at least the same degree of care as it uses in maintaining the secrecy of its own Confidential Information (but no less than a reasonable degree of care); and

iii) Prevent the removal of any proprietary, confidential or copyright notices placed on the Confidential Information.

b) Neither party shall have any obligation concerning any portion of the Confidential Information of the other which:  

i) Is publicly known prior to or after disclosure other than through any wrongful act or omission attributable to the recipient or its employees or representatives;

ii) Is already known to the recipient at the time of disclosure; 

iii) Is disclosed in good faith to the recipient by a third party having a lawful right to do so; or 

iv) Must be disclosed by the receiving party by law or legal process, provided that the receiving party shall promptly notify the other party so that it can take steps to prevent its disclosure.

Boilerplate Terms:
Integration Clause:

This is an important clause to add to an agreement because the UCC Article 2 and courts reject any assumption that a certain agreement includes all matters agreed upon by the parties, unless the parties specifically state that. Even fully integrated agreements could be supplemented by course of dealing or usage of trade concepts unless specifically agreed upon to the contrary. Some experts think the integration  clause should be emboldened or capitalized to ensure enforceability. 

Sample 1: Entire Agreement.  “All Exhibits attached to this Agreement as such are entered into by the Parties are hereby incorporated herein and made a part of this Agreement. (the point of this section is make sure that all exhibits are properly integrated into the agreement in case there was no formal integration at first reference to the exhibit.]

This Agreement, including Exhibits, constitutes the entire understanding of the Parties, and supersedes all prior or contemporaneous written and oral agreements, representations or negotiations, with respect to the subject matter hereof.  [This is important because there could be other documents, emails, term sheets, NDAs, etc… that are either currently effective and in place, or could be interpreted to be a valid agreement on the same subject matter, in which case there would be a conflict. For example, most NDAs are executed in anticipation of a “definitive agreement”. This clause takes out the NDA which may have conflicting, additional or different terms than contained in the Confidentiality section of the agreement. Also see Order of precedence section below. 

This Agreement may not be modified or amended except in writing signed by the duly authorized representative of Seller and the duly authorized representative of Buyer.[This is important because there are a lot of emails and other communication between the parties during the course of a relationship. You do not want to have any of those non-negotiated or legal reviewed documents impacting the formal documents in place.]

“When parties have executed a completely integrated written document purporting to express the terms of their agreement, the parol evidence rule renders ineffective any evidence of a prior or contemporaneous oral agreement which adds to, alters, varies, or contradicts the terms of the written document. Rowe v. Allely, 244 Neb. 484, 507 N.W.2d 293 (1993); Five Points Bank v. White, 231 Neb. 568, 437 N.W.2d 460 (1989). Where negotiations between parties result in an agreement which is reduced to writing, the written agreement is the only competent evidence of the contract in the absence of fraud, mistake, or ambiguity. Rowe, supra; Silverman v. Arbor Street Partnership, 213 Neb. 628, 330 N.W.2d 904 (1983).” 780 LLC v. DiPrima. 
Sample 2: This is a good version because it is a final integration clause that should preclude parole evidence in all situations other than fraud and to investigate ambiguous terms. 

INTEGRATION.

This Agreement, including Exhibit A, contains the complete, final and exclusive agreement of the Parties relating to the terms and conditions of Executive’s employment and the termination of Executive’s employment, and supersedes any and all prior and/or contemporaneous oral and written employment agreements or arrangements between the Parties, including without limitation, that certain letter agreement between Executive and the Company, regarding service of Executive on the Board and any previous arrangements regarding Executive’s service as Executive Chairman of the Company.

Order of Precedence:

This is a critical section to think through and add to an agreement. If there are other documents that are incorporated by reference, there is a chance that there may be terms that could be in conflict with the master agreement. The parties and court should look to this section to see which term in conflict wins. Otherwise, it may create unresolveable ambiguity in the agreement. Typically, SOWs receive less legal scrutiny after the effective date. If SOWs control in the event of a conflict of terms with the master agreement, there is a risk that a harmful term could knock out whatever was carefully negotiated in the master agreement. However, you might want flexibility to add terms that are more favorable to you down the road. In this case, while a mutual risk, you might allow SOWs to control. If one party insists on another document taking control in the event of a conflict, then in order to control important items from being taken out in a subsequent SOW, the parties may agree that certain sections are off limits. In this case, certain sections could be identified as superior to terms in another document, like IP, indemnification, warranties, LOL, etc… If that is disagreed to, then you will have flushed out an interesting objective of the other side.    


Example 1: Order of Precedence.  In the event of any ambiguity or inconsistency between this Agreement and any Order, this Agreement shall control.
Force Majeure:
This section covers events that are beyond the control of either party, like acts of god and nature, that temporarily excuses the performance of a party. The problem is that parties often add conditions that are within their control, or that are foreseeable (e.g. strikes) and they should have prepared for these events  (e.g. power outages) . 

The essential elements of a good FM clause are : 

not liable for loss, damage or breach for FM event + list of events + notice requirements + commercially reasonable efforts to restore + resume as soon as possible after restoration.

Example 1:  “Force Majeure.  Neither party will be liable for any failure or delay in the performance of its obligations hereunder on account of strikes[?], shortages[?], riots, insurrection, fires[shouldn’t they have insurance?], floods[shouldn’t they have insurance?], power outages, storms, cyber crime[they shouldn’t be relieved of liability if they do not act reasonably in the protection of their platform], explosions, acts of God, war, governmental action, labor conditions[way too vague], earthquakes, terrorism, supplier bankruptcy or default[they are in contract with their vendors and should step up to the plate for the services they contract – it is part of their business model], failure, delay or interruption by third parties[way too vague – they should be on the hook for their vendors in a service situation], including without limitation communications providers, or any other cause which is beyond the reasonable control of such party.” 

These clauses should only forgive a party of those events that impact the obligations if they were not foreseeable and/or are not under the reasonable control of a party. Everything else could be a way to shift operational risks out to third parties. They should have insurance for most of these anyways. So if it is a critical service, then you need to carefully look at these items, and determine whether to keep them. If you do, then you might bolster your insurance section to have them cover these risks out of their own policy. 

Example 2: 
Either Party's time of performance will be extended to the extent reasonably necessary in the event of Force Majeure preventing a Party’s performance under this Agreement, provided that (i) the non-performing Party promptly notified the other Party of the Force Majeure condition; and (ii) such delay or failure to perform could not have been prevented or mitigated through the use of reasonable precautions or efforts by the non-performing Party.

“Force Majeure” means any act of God, weather conditions, accident, fire, lockout, strike or other labor dispute, act of public enemy, war, riot or civil commotion, law, regulation, rule, order or any other act of any government, including any agency, branch, department, ministry, division or level thereof, acting in its sovereign capacity, or any other cause beyond the reasonable control of a Party.

Assignment:

The basic concern behind assignment is that you may end up in business with someone that you didn’t contract with or intend to do business with. 

The courts subject anti-assignment clauses to strict construction and are to be narrowly construed against the non-assigning party. UCC and Restatement say that a promise not to assign a contract generally prohibits only the delegation of the duties and not the assignment of rights. Courts interpret these as anti-delegation clauses. If you want to have it truly a prohibition on assignment of rights, you need to state: No party may assign any of its rights under this Agreement.
Not all assignments are the same. 

· Assignment to a common interest entity. This means that you’re still doing business with Company A, but Company A might have assigned the agreement internally to another subsidiary. This can often be non-problematic. However, it could also be a move by the other side to move the liability into a judgment proof subsidiary. 

· Assignment to an acquirer or merger. This often problematic if the acquirer is a competitor of the other party. They may not want to remain in business with a competitor, who would  have addition insight into its sales, operations, products, etc… So often the parties will list out the named competitors, or describe a “space” that they can’t sell their company into. The remedy of this should be termination rights – not damages. Then it becomes a poison pill for the acquired company because it would have to pay out the other company to get out from underneath this burden. 

· Assignment to another service provider: This is likely not a satisfactory assignment by the other side because they presumably contracted with the specific party. 

Even if an assignor receives consent to assign, it still may be on the hook for the obligations it assigned, essentially becoming the guarantor of the party receiving the benefit. There must be a novation in order to totally remove the assignor from liability. Essentially, a novation allows one person to step into the contractual shoes of another. The new party then takes on the obligations and entitlements of the party he or she has replaced.

“In the case of a contract for the sale of goods, the buyer's assignment of his right to the goods and his delegation of the duty to pay the price are both effective; but he himself remains bound to pay the price just as before. If the assignee contracts with the assignor to pay the price, the seller can maintain suit for the price against the assignee also, as a creditor beneficiary of the assumption contract; the seller has merely obtained a new and additional security.

“Where the Party A, the obligee and recipient of the promise, consents to the delegation, the consent itself does not release the Party B, the obligor who promised Party A he would perform, from liability for breach of contract. More than the Party A’s consent to a delegation of performance is needed to release Party B from liability for breach of contract. For Party B to be released from liability, the Party A must agree to the release. If there is an agreement between the Party A, Party B and a third party by which the third party agrees to be substituted for Party B and Party A agrees, Party B is released from liability and the third person takes the place of Party B. Such an agreement is known as a novation. Rosenberger v. Son, Inc., 491 N.W.2d 71 (N.D. 1992)
Example 1. (Mutual restriction)   The respective rights and obligations provided in this Agreement shall bind and inure to the benefit of the Parties, their legal representatives, successors and permitted assigns.  Neither Party shall assign any of its rights under this Agreement, in whole or in part, without the prior written consent of the other Party.  Any assignment by one Party, without the other Party’s such consent, shall be null and void.  

Notwithstanding the foregoing, either Party may, without such consent, assign this Reseller Agreement to any affiliate or to a successor by way of merger or acquisition or a sale of all or substantially all of the assets of the Party, subject to the assignee assuming the terms and conditions of this Reseller Agreement in writing prior to such assignment.

Assignment provisions serve several purposes. One is to ensure that each party continues to contract with the party they originally contracted with. This could be important if the other party was acquired by a competitor,  a company that has shady ethics or is in poor financial condition, for example. You want to control who your partners will be. It is important to state the consequence of an improper assignment as well.

 Another important consideration for assignment provisions is that it creates additional bargaining power down the road if a company wants to be acquired. That is why you may always want to consider an acquirer exception, like below.

This takes away bargaining power for the other side. However, there still may be the concern that certain mergers or acquisitions will be unpalatable for the other party. So parties often add in certain assignments that need prior consent, such as named competitors, or parties with low working capital, etc…

Example 2: (Mutual restriction) No party may assign any of its rights under this Agreement. Any purported assignment is void. 

This first sentence is a restriction that a party promises not to assign. A violation of this clause does not render the assignment ineffective. In fact, case law notes the assignment is effective between assignor and assignee. The assignment is merely a breach and gives rights to damages. However, the damages may be illusory because how do you show damages arising from the assignment? The second sentence not only restricts a party to assign, but it takes away the power to assign. You need to use the words “null”, “ineffective” or “void”. The assignment may be effective even if prohibited even though there is an action for breach of contract due to the assignment. If you put “ineffective” and “void” into the clause, then that will cut off the assignment.

Example 3: (One way restriction) Company may withhold its consent, and any purported assignment by Customer shall be void, in the event that the assignee does not meet Company’ then-current credit requirements. Customer agrees that all open invoices shall be paid prior to any consent by Company for an assignment of this Agreement.   

Or “Seller shall not assign this contract  or any rights, or delegate any duties. Any attempts to do so will be void. 

Example 4: (One way restriction / no consent for M&A) The respective rights and obligations provided in this Agreement shall bind and inure to the benefit of the Parties, their legal representatives, successors and permitted assigns.  Vendor shall not assign this Agreement, in whole or in part, without the prior written consent of Reseller.  Any assignment by Vendor, without such consent, shall be null and void.  Notwithstanding the foregoing, Vendor may, without such consent, assign this Agreement to any Vendor Affiliate or to a successor by way of merger or acquisition or a sale of all or substantially all of the assets of the Vendor, subject to the assignee assuming the terms and conditions of this Agreement in writing prior to such Assignment.  

Example 5: (Restrictive – makes assignment void AND a breachable offense. Also, IPO is specifically called out as non-permissible. ) 

Neither Party may assign this Agreement, or any rights or obligations hereunder, without the express written consent of the other Party; provided that Company A may assign this Agreement to any Affiliate of Company A as part of an internal restructuring or reorganization without Company B’s prior written consent.  Any attempted assignment by a Party in violation of this Section shall be void and shall constitute a material default and breach of this Agreement.  A change of control of a Party by any means, including but not limited to by operation of law or by sale of securities or assets, shall be considered an assignment for the purposes of this Agreement.

Example 5: (Clean, but doesn’t make the assignment void.)

Except in connection with an assignment to an Affiliate, neither party may assign this Agreement, or any portion thereof, without the prior written approval of the other party provided that either party may assign this Agreement in connection with the sale of all or substantially all of its business, without the prior written approval of the other.

Survival Clauses:

This section addresses which terms and conditions are still applicable and the parties want to remain enforceable post-contract. Bold sections are important to include or not to include post-term. Italicized may not be as important. 

(Definitions) – if there are terms in the surviving sections that need definitions
(Payment)  - in case there are post-termination payments
 (Confidentiality) – in case there are confidentiality obligations that exceed the term – which there often are
(Limitation of Liabilities) – there may be liabilities post term where you want to remain covered 
(Indemnity) – If there is an insurance requirement, make sure it survives with indemnity obligations, so maybe cap the time they have to keep their post-contract insurance obligation alive.
(Survival) – this is obvious because this section is what gives life to the post-contract obligations
(Governing Law) – this can be important if there is a dispute post contract. 
(Assignment) – anyone should push back on a post-term obligation not to assign.
(Rights) – in case there are perpetual rights – although this is not too important
(Publicity and Marketing) – there may be post-term restrictions on use – but most likely not
(No Other Warranties) – shouldn’t be too large of an issue because warranties typically expire on termination
 (Notices) -  this is not as important because there shouldn’t be obligations to keep the other side informed of your address. 
 (Relationships) – probably not too important.
(Interpretation) - probably not too important.
(Severability) – in case of a contract interpretation, it could be helpful – but not critical.
 (Waivers) - probably not too important.
(Entire Agreement) - probably not too important.
Independent Contractor:

The purpose of this language is to head off any attempt by a party to claim they were an employee of the other, entitling the claimant to seek worker’s comp for injuries, employment benefits such as stock options, etc… In the end, it doesn’t really matter what you say in a contract. If it walks like a duck and talks like a duck, it’s a duck. The court will go through a multi-prong analysis to determine whether the company was trying to dodge benefits, etc… by treating employees as contractors. However, this language at least creates a rebuttable presumption between the parties. 

Example 1 (both sides providing services): “Each party in performing under this Agreement is an independent contractor to the other party, and nothing in this Agreement will be deemed to create an association, partnership, joint venture, trust, agency, or other relationship between the parties.  Neither party may enter into any agreement with any third party on behalf of the other party, nor will either party be empowered to bind or commit, or purport to be empowered to bind or commit, the other party to any third party.”

Example 2: (one side providing services): “Developer is an independent contractor for Company, and nothing in this Agreement will be deemed to create an association, partnership, joint venture, trust, agency, or other relationship between the parties.  No party may enter into any agreement with any third party on behalf of the other party, nor will either party be empowered to bind or commit, or purport to be empowered to bind or commit, the other party to any third party.”

Example 3 – Protective of Customer: “The parties intend this Contract to create an independent contractor relationship.  Contractor is not to be considered an agent or employee of Customer for any purpose.  Customer does not require Contractor to provide services exclusively to Customer.  Contractor shall complete the Services according to its own methods of work, which are not controlled by Customer.  Contractor shall not have the right to enter into any agreement that binds Customer, to transact any business in the name of Customer or to make any promises or statements on behalf of Customer.  The parties agree that this Contract shall not entitle Contractor to workers’ compensation benefits, unemployment compensation benefits, or any other benefits or protections that might result from an employment relationship with Customer.”
Insurance:

 Make sure both sides are adequately covered to meet the obligations under the agreement. Look at indemnification obligations to make sure the obliging party has sufficient coverage. Also look at force majeure to see if there is exposure there that you need to make sure the other side or your side is covering if it is an important      risk. 

“Additional Insured” essentially makes a 3rd party a covered entity under a policy like the insured. It means that the customer is insured under your policy for claims relating to the contract. It is important to limit the AI status where they are a party to your policy to the indemnity obligations of your contract. If this AI status is not limited to the California courts have held that “claims arising out of” which are covered include claims caused by the 3rd party’s negligence. However, the additional insured contended that its AI coverage was not limited to those losses caused by the named insured's negligence; rather, "arising out of" requires only a loose causal connection between the loss and the named insured's activities. Admiral v. Trident.  

“Subrogation” Subrogation means, in a legal sense, one party has the right to "step into the shoes" of another party for the purposes of bringing a claim for damages. If Company A rents a facility for a party, and there is property damage caused by a Company A guest, and the facility's insurer has a right of subrogation, the insurance company can initiate a suit directly against Company A in the name of the facility for recovery of the damages. If there is a mutual waiver of subrogation, then the facility's insurer would have to pay the facility for the damage and couldn't go after Company A directly. 


Takeaway: Don't agree to a Company A waiver of subrogation. If we do, then we might need an endorsement from our carrier. 

The insurance clause supports the indemnity provision by providing that the indemnifying party can satisfy its obligations. 

The goal in negotiating the insurance clause with a client is to meet the requirements with your existing insurance program.” 

Commercial General Liability (CGL): CGL is the primary third party coverage: it responds to bodily injury and property damage arising from insured premises, operations and products. Coverage typically includes bodily injury, property damage, advertising injury and contractual liability. 

Worker’s Comp: This is insurance that provides coverage to your own employees sustained in the course of and arising out of their employment. This is usually required when employees are going to physically present at the customer’s premises. The benefits are set by statute with the state. 

Umbrella Liability: This provides additional limits to the CGL, and Worker Comp policies. The coverage typically follows the primary policy. It is used to satisfy contractual requirements for higher limits on the underlying policies. 

Property Insurance: Provides 1st party coverage for accidental damage to your property. This coverage typically includes business interruption and damage to personal property owner by others in your care. 

Errors and Omissions or Professional Liability:  E&O insurance covers the financial loss (including indirect or consequential damages) resulting from negligent acts, errors and omissions committed in the course of business and arising from your products or services. This coverage also may include Network and Information Security, and other Cyber Liability coverage. This is an important policy requirement for people providing professional services, such as software contractors. 

Typical Tech Insurance Language: [Procure and Maintain Insurance] + [Worker’s Comp] + [CGL (amount) and (additional inured)] + [E&O/ PL (amount)] + [Provide Certificate of Insurance] + [Right of Subrogation waiver]

Example 1:  

Insurance.  VENDOR shall procure and maintain from the Effective Date and shall continue to maintain during the Service Term of this Agreement (and if on a claims made basis for a minimum of three (3) years thereafter), for itself and its employees all insurance coverages as required by federal or state law, including worker's compensation insurance. VENDOR also agrees to maintain (a) insurance in the minimum amount of $5,000,000 for commercial general liability coverage, including contractual liability, broad form property damage, and products and completed operations coverage, and including BUYER as an additional insured with respect to liability arising from VENDOR's operations pursuant to this Agreement, for which VENDOR has legally assumed responsibility herein, and (b) insurance in the minimum amount of $5,000,000 for coverage of software errors and omissions with respect to the computer software and services provided by VENDOR hereunder. VENDOR shall furnish to BUYER a certificate of insurance evidencing such coverage. Said certificate will include a provision whereby fifteen (15) calendar days notice must be received by BUYER prior to a material coverage change or cancellation, except for cancellation due to the nonpayment of a premium, for which such notice shall be ten (10) calendar days. Each party waives its respective rights of subrogation against the other, except for liability arising from the other party's gross negligence or willful misconduct.  Notwithstanding anything to the contrary contained in this Agreement, VENDOR may elect to self-insure the requirements set forth herein in a manner consistent with its risk management program in effect from time-to-time.
Notices:
The interesting part of these sections are whether you want formal notice for everything, or perhaps have a lower notice standard for certain  operational issues. If you put down an actual address, you must be prepared to update if you move. It is best to add that address notifications don’t have to be an amendment. Also, avoid actual people names – just keep the title, in case the person leaves. 

Example 1: Notices. All notices shall be in writing and shall be delivered personally, by United States certified or registered mail, postage prepaid, or by recognized overnight delivery service (BUYER, DHL or FedEx), unless otherwise agreed to in this agreement [note: this allows certain notices to be more informal via email, but it has to be identified as such in the relevant section.]. Any notices must be delivered to the parties at their respective addresses set forth below. The date that notice shall be deemed to have been made shall be the date of delivery, when delivered personally; on written verification of receipt if delivery by overnight delivery service; or the date set forth on the return receipt if sent by certified ore registered mail.

Example 2: Notices.  Notices required or permitted to be made under this Agreement shall be in writing and addressed as follows absent alternative provisions to the contrary with regard to a specific provision of this Agreement:

If to Buyer: [address + contact information + title]

If to Vendor:  [address + contact information + title]
or such other address as each Party may designate in writing to the other Party for this purpose.  Such notice shall be deemed to have been duly given and received:  (i) on the day of delivery if hand delivered or delivered by overnight courier; (ii) on the fifth (5th) day after the date sent if sent by prepaid, certified mail; or (iii) on the calendar day following the date of transmission if sent by facsimile.
Severability:
Most contracts include a savings or severability clause, which is meant to ensure that the contract remains enforceable even if part of the contract is later held invalid. In the absence of a savings clause, it is possible that if a single clause is held invalid, the entire contract will also be rendered invalid. 

Example 1. Severability.  The determination that any provision of this Agreement is invalid or unenforceable shall not invalidate this Agreement, and this Agreement shall be construed and performed in all respects as if such invalid or unenforceable provisions were omitted to the extent of such invalidity or unenforceability.  Any invalid or unenforceable provisions shall be replaced by mutually acceptable, valid and enforceable provisions that most closely reflect the intention of the Parties underlying the invalid or unenforceable provisions.

Example 2. If any provision of this Contract is held unenforceable, then such provision will be modified to reflect the parties' intention. All remaining provisions of this Contract shall remain in full force and effect.

Example 3. If any provision of this Agreement is found invalid or unenforceable pursuant to judicial decree or decision, the remainder of this Agreement will remain valid and enforceable according to its terms.  The parties intend that the provisions of this Agreement be enforced to the fullest extent permitted by applicable law.  Accordingly, the parties agree that if any provisions are deemed not enforceable, they will be deemed modified to the extent necessary to make them enforceable.  The section headings used in this Agreement are intended for convenience only, and will not be deemed to affect in any manner the meaning or intent of this Agreement or any provision hereof.

Anti-Waiver and Modifications:

These clauses stipulate that the agreement can only be changed formally between the parties and cannot be changed by waivers or failure to enforce certain obligations. It is similar to the integration clause where the integration clause deals with issues that may impact the agreement from the past, and anti-waiver and modification language attempts to control future issues that may impact the agreement. Modifications to contracts under Article 2 do not need consideration. However, common law contracts may need additional consideration. While courts will generally enforce the anti-modification provision, be careful that the courts may allow parole evidence to interpret a waiver of a duty or right. 

Example 1. Waiver, Amendment or Modification.  Any waiver, amendment or modification to this Agreement shall not be effective unless made via Notices compliant in all respects with the Notices section hereof in which such intent to waive, amend or modify is expressly stated by the waiving Party in the case of a waiver, and both Parties in the case of an amendment or modification.  The failure or delay of either Party in exercising any right under this Agreement shall not constitute a waiver.

Example 2: Waiver.  The failure of either party to require performance by the other party of any provision hereof shall not affect the full right to require such performance at any time thereafter; nor shall the waiver by either party of a breach of any provision hereof be taken or held to be a waiver of the provision itself.

Example 3: Notices. Except as otherwise provided herein, and except for notices of failures, errors or other problems with the Services, which may be delivered by phone and confirmed in writing, all notices, requests, demands, or other communications required or permitted to be given or made under this Agreement shall be in writing and shall be given by personal service, UPS or FedEx Next Day Air, telecopy, or by United States certified mail, return receipt requested, postage prepaid to the addresses set forth below, or such other address as changed through written notice to the other party.

If to BUYER:

If to VENDOR:

Notice given by personal service shall be deemed effective on the date it is delivered, notice sent by express courier shall be deemed effective one Business Day after dispatch, notice given by telecopy shall be deemed effective on the date of transmission, and notice mailed shall be deemed effective on the third Business Day following its placement in the mail.

Statute of Limitations.

A statute of limitations clause changes the statute of limitations which applies to litigation relating to the subject matter of the contract. For example, the law may provide for a six year statute of limitations for litigations, but the parties can contractually agree to shorten that period, to eliminate the "discovery rule" (which may extend the statute of limitations during the period a party is unaware of the breach), or both:

Example 1. The parties agree that any action in relation to an alleged breach of this Agreement shall be commenced within one (1) year of the date of the breach, without regard to the date the breach is discovered. Any action not brought within that one (1) year time period shall be barred, without regard to any other limitations period set forth by law or statute.
For public policy reasons, states will not always enforce a reduction in the statute of limitations, particularly in relation to consumer transactions. So check the jurisdiction where the contract will be interpreted and enforced. However, until it is held invalid by a court, you should assume that this language is valid and whenever possible should commence any litigation within the contractual period.

Compliance with Laws:

It may seem obvious that the parties should comply with the law. However, non-compliance may not rise to a level of contract breach without this clause. For example, if a party performing a service interprets a law as contrary to what it is doing, and the other side does not, it gives the service provider a bit more leverage to enforce his interpretation because he would otherwise be in breach. Also, if a party delivered a service or product that violated a law, it could be cause for remedies by the buyer because of this clause. For example, a client wants a service provider to record phone calls on its behalf. This language would give the service provider the ability to push back on the client that it needs to implement certain recording notice requirements in order to comply with the law or have the client indemnify the provider against civil actions arising from non-compliance. (note one cannot indemnify against criminal acts).

Example 1: Vendor shall perform the Services in accordance with all applicable federal, state and local statutes, laws and regulations, and further in accordance with the conditions of all applicable permits and licenses.  

Choice of Law and Forum Selection Clauses:

Choice of Law. This clause allows the parties to agree upon which state’s laws the contract will be interpreted under. Without this clause, the court could choose the applicable law which could be contrary to what the parties had negotiated the anticipated. For example, the courts have determined that the state where a party has incorporated, even if it is not their principle place of business and no services were provided there. A state’s conflict of law rules may not allow it choose itself for the application of that state’s laws. A party may, in that case, find itself governed by the laws of a state other than the one in the contract. However, some courts hold that this choice of law only applies to contract law, not that state’s tort laws. If you try to cover tort, the court may assess that clause against public policy concerns.

Forum selection. This clause states which court will actually hear the disputes that arise between the parties. Some are just consent to jurisdiction (non-exclusive forum selection), and others state which specific court will have exclusive jurisdiction (exclusive forum selection). If you want an exclusive forum selection where only one court can hear the claims, then you need to expressly state that in or otherwise it may be considered non-exclusive. For example, if you only sate “Place of jurisdiction: San Francisco” the courts may conclude it is non-exclusive. There could be an issue whether it includes all claims, or just contract claims.

Permissive v. Mandatory Clauses.

Only a mandatory forum selection clause will be enforced; a permissive one will not require dismissal. Eisaman, 87 F. Supp. 2d at 449. A mandatory provision is one containing "clear language showing that jurisdiction is appropriate only in the designated forum." Excell, Inc. v. Sterling Boiler and Mechanical, Inc., 106 F.3d 318, 321 (10th Cir. 1997) [**8]  (quoting Thompson v. Founders Group International, 20 Kan. App. 2d 261, 886 P.2d 904, 910 (Kan.App 1994)). See also Eisaman, 87 F. Supp. 2d at 449-50. A permissive forum selection clause, on the other hand, permits jurisdiction in the designated forum without precluding it elsewhere.

The forum selection clause in this case provides that "exclusive jurisdiction for any claim or dispute resides in the courts of the Commonwealth of Virginia." The phrase "exclusive jurisdiction", coupled with the designation of a specific forum, indicates that the clause is mandatory. 

The courts may not enforce a forum selection clause if one of three things occurs. In Bremen, the Court found that a forum selection clause may be unreasonable if (1) it was the result of "fraud or overreaching; (2) "trial in the contractual forum will be so gravely difficult and inconvenient [for the complaining party] that he will for all practical purposes be deprived of his day in court"; or, (3) "enforcement  would contravene a strong public policy of the forum in which suit is brought." Bremen, 407 U.S. at 15-17.

Tradecomet.com v. Google,  693 F. Supp. 2d 370 (2010):
Also, “the relevant forum selection clause requires that claims "shall be litigated exclusively in the federal or state courts of Santa Clara County, California." (August 2006 Agreement P 9.) "A forum selection clause is viewed as mandatory when it confers exclusive jurisdiction on the designated forum or incorporates obligatory venue language." Phillips, 494 F.3d at 386; see also Olinick v. BMG Entertainment, 138 Cal. App. 4th 1286, 1294, 42 Cal. Rptr. 3d 268 (2006) ("The clause in question contains express language of exclusivity of jurisdiction, specifying a mandatory location for litigation. This constitutes a mandatory forum selection clause." (citation omitted)).” Tradecomet.com v. Google,  693 F. Supp. 2d 370 (2010)

THE AGREEMENT MUST BE CONSTRUED AS IF BOTH PARTIES JOINTLY WROTE IT AND GOVERNED BY CALIFORNIA LAW EXCEPT FOR ITS CONFLICTS OF LAWS PRINCIPLES. ALL CLAIMS ARISING OUT OF OR RELATING TO THIS AGREEMENT OR THE GOOGLE PROGRAM(S) SHALL BE LITIGATED EXCLUSIVELY IN THE FEDERAL OR STATE COURTS OF SANTA CLARA COUNTY, CALIFORNIA, USA, AND GOOGLE AND CUSTOMER CONSENT TO PERSONAL JURISDICTION IN THOSE COURTS. [Google AdWords contract – August 2006]

To obtain dismissal based on a forum selection clause, the party seeking enforcement of the clause must demonstrate that: (1) the clause was reasonably communicated to the party resisting enforcement, (2) the clause was mandatory and not merely permissive, and (3) the claims and parties involved in the suit are subject to the forum selection clause. The defendant bears the burden of demonstrating that it reasonably communicated the forum selection provision to the plaintiff in (1). The plaintiff bears the burden of showing that the forum selection clause is unreasonable or unjust in (3).  State "courts have placed a substantial burden on a plaintiff seeking to defeat [a forum selection] clause, requiring it to demonstrate enforcement of the clause would be unreasonable under the circumstances of the case. That is, that the forum selected would be unavailable or unable to accomplish substantial justice." See M/S Bremen, 407 U.S. at 18 ("[I]t should be incumbent on the party seeking to escape his contract to show that trial in the contractual forum will be so gravely difficult and inconvenient that he will for all practical purposes be deprived of his day in court.") And in (2), the court must find that the language states the forum selection is mandatory or exclusive. 

District courts in this Circuit have found that clickwrap agreements that require a user to accept the agreement before proceeding are "reasonably communicated" to the user for purposes of this analysis. See, e.g., Person v. Google Inc., 456 F. Supp. 2d 488, 496-97 (S.D.N.Y. 2006) (finding that
Google's  
AdWords agreement provided the plaintiff with sufficient notice of the terms of the user agreement to enforce its forum selection clause);Universal Grading Service v. eBay, Inc., No. 08 Civ. 3557, 2009 U.S. Dist. LEXIS 49841, 2009 WL 2029796, at *11 (E.D.N.Y. June 10, 2009); Novak v. Tucows, Inc., No. 06 Civ. 1909, 2007 U.S. Dist. LEXIS 21269, 2007 WL 922306, at *7-9 (E.D.N.Y. Mar. 26, 2007).

Google bears the burden of demonstrating that it reasonably communicated the forum selection provision to TradeComet, Phillips, 494 F.3d at 383-84, and the Court must consider the facts in the light most favorable to TradeComet as the party resisting enforcement of the forum selection clause, New Moon Shipping, 121 F.3d at 29. Google offers testimony and screenshots showing the status of TradeComet's AdWords accounts to support its contention that TradeComet accepted the August 2006 Agreement and that it had to click through the text of that agreement to  do so. TradeComet neither denies that its representatives agreed to the user agreement that contained the forum selection clause nor offers any evidence to the contrary. Thus, TradeComet has not overcome Google prima facie showing that representatives of TradeComet accepted the forum selection clause at issue in this action.

Other Options. If the parties disagree about which forum to select, there are a couple of options. Traditionally, the purchaser of the service has an interest in his local venue as the customer. If that doesn’t work, then New York law is a good compromise due to the body of jurisprudence for settling contract disputes. Also, if both parties are incorporated in Delaware, that state can serve as neutral territory, even if it isn’t the best forum to litigate disputes. Delaware, like New York, allow these types of forum selection clauses by statute. (Del. C. Section 2708 and NY Gen. Obligations Law Section 5-1401). Also, the defendants forum could be chosen. You should use “jurisdiction” rather than “venue” in the clause: “Jurisdiction of any legal dispute shall be San Francisco, CA, State of California.”

Example 1 (split venue/forum for defendant):  

Governing Law.  This Agreement shall be governed by and construed in accordance with the laws of the State of California, without regard to its conflict-of-laws provisions.  The United Nations Convention on Contracts for the International Sale of Goods shall not apply to this Agreement.

Exclusive Venue.    As to any litigation a Party initiates in connection with this Agreement, Vendor and Reseller each agrees and consents to the exclusive jurisdiction and venue of the United States federal courts in the federal district where the other Party’s headquarters offices are then located, i.e. as of the Effective Date as to Vendor as defendant, in the federal courts in San Jose, California, and as to Reseller as defendant, in the federal courts in Alexandria, Virginia.  A Party, as defendant, may elect to waive the requirements of this Section in its sole discretion.

Example 2: 

The laws of the State of California will govern this Agreement, as well as any claim, cause of action or dispute (a "Claim") that might arise between You and us, without regard to conflict of law provisions. FOR ANY CLAIM BROUGHT BY EITHER PARTY RELATING TO OR ARISING FROM THIS AGREEMENT OR YOUR RELATIONSHIP WITH COMPANY A, YOU AGREE TO SUBMIT AND CONSENT TO THE PERSONAL AND EXCLUSIVE JURISDICTION IN, AND THE EXCLUSIVE VENUE OF, THE STATE AND FEDERAL COURTS LOCATED WITHIN SAN FRANCISCO COUNTY, CALIFORNIA. Notwithstanding this, You agree that Company A shall still be allowed to apply for injunctive remedies (or an equivalent type of urgent legal relief) in any jurisdiction.

Construction:

Since the courts generally interpret agreements against the party that drafted it, for negotiated agreements, it may be a good idea to a “Construction” clause. 

Example 1: Construction. This Agreement shall be construed and interpreted fairly, in accordance with the plain meaning of its terms, and there shall be no presumption or inference against the party drafting this Agreement in construing or interpreting the provisions hereof.

Example 2: Neither Party Deemed Drafter.  Despite the possibility that one party or its representatives may have prepared the initial draft of this Agreement or any provision or played a greater role in the preparation of subsequent drafts, the parties agree that neither of them will be deemed the drafter of this Agreement and that, in construing this Agreement, no provision hereof will be construed in favor of one party on the ground that such provision was drafted by the other.

Most Favored Nations Clauses (MFN):
In the event that at some time during the Term the seller gives a better price to another customer that is better than the price the buyer currently gets, then the buyer will also give the buyer the same deal. These are generally referred to as “MFN”s, although it is more accurate to refer to them as Most Favored Customer. 

These clauses are usually very controversial with the seller or service provider because it makes future deals twice as painful if they want to give a special deal to another customer. However, it is a good way for the buyer to make sure that the pricing remains competitive over the term of the agreement if prices go down over time. 

There are several things that the seller can do to mitigate the clause to render it essentially meaningless. The most common tactic is to limit the scope of the requirement. This is often a good solution for both sides because many large companies require MFN’s in their procurement contract. There are two comparisons that can be scaled back: comparable buyers and comparable services. 

Comparable buyers: The scope of the MFN can be dramatically reduced by making the “TechCos to TechCos” comparison for buyers almost impossible. This can be done by requiring the comparison to be essentially a description of the buyer: “applies to a similarly situated company with similar products, revenue and market power.” 

Comparable products/services: This creates an “TechCos to TechCos” comparison of the products or services that the buyer wants to include in the MFN. If the seller wanted to reduce its exposure, it could say “applies to the same product/service as purchased by buyer, including similar customizations and implementation.” 

Example 1: Most Favored Customer. Notwithstanding any other provision of this Agreement, all of the prices, fees, benefits, warranties, and terms granted by Licensor to Licensee pursuant to this Agreement are hereby warranted by Licensor to be comparable to or more favorable to Licensee that the comparable prices, fees, benefits, warranties, and terms being offered by Licensor to any of its other licensees, distributors, or customers during any term of this Agreement for any of the Licensed Information.

Example 2: Most Favored Customer. If the Seller shall sell any products of the kind and specifications covered by this agreement to any other customer at a price which is lower for the same or a lesser quantity than the purchase price then in effect hereunder, the purchase price hereunder shall be reduced to such lower price for all comparable quantities under unshipped orders of the Buyer and under orders thereafter placed by the Buyer so long as such lower price remains in effect. 

Dispute Resolution: 

Generally, there are two categories of dispute resolution: courts and alternative dispute resolution, which includes mediation and arbitration. There are advantages and disadvantages of both categories, with companies all over the board on how they think about these. Generally, arbitration is cheaper and quicker, but not always.  Also, generally, the parties have more influence over who will hear their case, which is an advantage over the luck of the draw with courts. 

Some arbitration provisions may not be enforceable in contracts of adhesion because they are often used as “back door” anti-class action devices. The Federal Arbitration Act states that parties may agree by contract to arbitrate their claims before and after a dispute arises. There is a heavy presumption in favor of enforcing arbitration agreements. The US Supreme Court has held that arbitration is good for consumers and for private industry. The FAA applies to all agreements to arbitrate contained in a contract. 

Sometimes, it might make sense to set a threshold monetary limit where there is a procedural “short fuse” for payments in dispute under a certain number, like $100,000. That allows the seller to initiate binding mediation or arbitration within a fixed number of days (60 days from notice of dispute) to have an independent third hear the merits of their case. The buyer may not like this because it takes away the leverage that the buyer would have to spend a lot more money to pursue its payment claim in the courts than it would get under the invoice. For example, if a party is owed $50,000, it would eliminate its margin at a minimum, and most likely exceed their input costs if it had to take the buyer to court to enforce payment. The cost of litigation would exceed $50,000 in no time. 

Enforceable Arbitration Clause Tips:

· Prominence: Have a prominent disclosure of the arbitration provision in the contract – make it very obvious so the plaintiff can’t say they didn’t see the clause. Don’t bury it, in other words. Maybe make it bold or caps. 

· Mutuality: make sure that both sides are subject to arbitration, not just the other side.

· Payment of consumer’s arbitration filing fees. If you agree to pay the arbitration filing fees, which can be around $1,000, that will be a defense to the “excessive cost” argument that arbitration is too expensive to pursue for a small amount claimed. 

· Small claims:  Consider adding small claims tribunal option in lieu of arbitration panel. 

· Attorney fees award. Provide the ability for the arbitrator to award attorney fees to the prevailing party. That will be a defense to the “nobody will take this case if it’s not a class action” argument. 

· Due process protocols. Add in the AAA or JAMS consumer due process protocols for mutuality and fairness. 

· Claim limitation. Don’t limit or waive the claims or remedies in the arbitration language. 

Most state courts hold that class action waivers to be “unconscionable” because of the existence of unfair features, such as excessive cost for the consumer or waiver of claims. Keep an eye on AT&T Mobility v. Concepcion, where the USSC will rule on whether the FAA preempts states from conditioning the enforceability of class actions when those procedures are not necessary to ensure that the parties to the arbitration agreement are able to vindicate their claims. 

Question: Who, if anybody, is injured by a proper class action waiver? The consumer who loses no claims or remedies, and who is not burdened by excessive costs or fees, or the class action plaintiff’s lawyer? 

Below are a couple of examples of dispute resolution processes. Example 1 is an example where the parties split in the middle, where the seller gets “short fuse” arbitration for non-payment matters, and all other disputes are resolved through management and then litigation. Example 2 is a very good structure for the parties to avoid litigation and get disputes quickly raised to management, which generally takes care of the issue after some huffing and puffing. 

Example 1 – Litigation after Negotiation with “Short Fuse” Exception for Payment-related Issues: 

DISPUTE RESOLUTION. 

15.1  Dispute Resolution Procedure.
The parties will make good faith efforts to resolve any dispute between the parties regarding the interpretation of this Agreement or 
Seller’s performance using the procedures in this Section.


(a)
Notice of Dispute.
Either party may give the other party written notice of any dispute not resolved in the normal course of business.  Upon delivery of the notice, each of the parties will appoint a designated representative who does not devote substantially all of his or her time to performance under this Master Agreement and who, in the case of Buyer, will be a director (or more senior corporate officer), and in the case of Seller, a director (or more senior corporate officer), to meet for the purpose of resolving the dispute.


(b)
Informal Resolution.
The representatives will discuss the problem and negotiate in good faith to resolve the dispute promptly and without the necessity of any formal proceeding.  If either party intends to have an attorney attend a meeting, it will notify the other party at least 2 business days before to the meeting to enable the other party to also be accompanied by an attorney.  All negotiations pursuant to this Section are confidential and will be treated as compromise and settlement negotiations for purposes of evidentiary rules.


(c)
Commencement of Legal Proceedings. If the disputed matter has not been resolved by the designated representatives within 10 business days after delivery of the written notice by one party to another, or such longer period as agreed to in writing by the parties, each party will have the right to commence any legal proceeding as defined in this Agreement and otherwise permitted by law.


(d)
Non-binding.
No agreement achieved under this dispute resolution process shall be binding on either party unless set forth in a writing executed by both parties. 


(e)
No Termination or Suspension of Services.
Except in the case of disputes regarding non-payment, during any dispute, Seller will not interrupt or delay the provision of Offered Products disable any deliverable in whole or in part, or perform any other action that prevents, slows down, or reduces in any way the provision of Offered Products or Buyer’s ability to conduct its business, unless Buyer agrees in writing or terminates this Agreement. 


(f)
Injunctive Relief.
Neither party shall be obligated to follow the procedures set forth in this Section in order to seek injunctive relief.

15.2
Arbitration of Payment Related Issues. For disputes related to non-payment of fees due to either party in Section 8, such disputes shall be finally resolved by binding arbitration by a mutually agreeable arbitrator in accordance with the then current Commercial Arbitration Rules of the American Arbitration Association within 30 days after written notice to the defending party, and judgment upon the award rendered by the arbitrator(s) may be entered in any court having jurisdiction thereof. The place of arbitration shall be New York, New York. 

15.3
Waiver of Jury Trial.  With respect to any matters that are not subject to binding arbitration described in the Agreement, each party waives its right to a jury trial in any court action arising between the parties, whether under this Agreement or otherwise related to this Agreement, and whether made by claim, counterclaim, third party claim or otherwise.  The agreement of each party to waive its right to a jury trial will be binding on its successors and assigns. 

Example 2 – Binding Arbitration after Negotiation and Mediation: 

Dispute Resolution.  Except with respect to any claims or controversies concerning intellectual property rights, including intellectual property scope, the obligations of a party hereto to indemnify the other party hereto, licenses and ownership, the parties shall use the following process in respect to any claim or controversy under this Agreement, provided, however, with respect to disputes relating to the scope of Services to be provided hereunder, the parties shall diligently proceed and perform their respective obligations, including the disputed Services, at all times during the resolution of such disputes pursuant to this Section.

Negotiation: The parties shall attempt in good faith to resolve any dispute arising out of or relating to this Agreement promptly by negotiation between executives who have authority to settle the controversy and who are at a higher level of management than the persons with direct responsibility for administration of this contract. Any party may give the other party written notice of any dispute not resolved in the normal course of business (“Initial Notice”). Such notice shall include (a) a statement of that party’s position and a summary of arguments supporting that position, and (b) the name and title of the executive who will be representing that party and of any other person who will accompany the executive. Within fourteen (14) business days after delivery of the Initial Notice, the receiving party shall respond with (a) a statement of that party’s position and a summary of arguments supporting that position, and (b) the name and title of the executive who will represent that party and of any other person who will accompany the executive. Within twenty-one (21) business days after delivery of the Initial Notice, the executives of both parties shall meet at the office of the party receiving the request to meet. If more than one meeting is held, the meetings shall be held in rotation at the offices of BUYER and VENDOR. All reasonable requests for information made by one party to the other will be honored. All negotiations pursuant to this clause are confidential and shall be treated as compromise and settlement negotiations for purposes of applicable rules of evidence. 

Mediation: If said controversy or claim cannot be settled through such senior management intervention, the parties will attempt in good faith to resolve such controversy or claim by mediation in accordance with the Center for Public Resources' most current Model ADR Procedures for Mediation of Business Disputes. 

Arbitration: If the matter has not been resolved pursuant to the aforesaid mediation procedure within sixty (60) days of the commencement of such procedure (which period may be extended by mutual agreement), or if either party will not participate in mediation, the controversy shall be settled by arbitration in accordance with the Center for Public Resources' Rules for Non-Administered Arbitration of Business Disputes, by a sole arbitrator selected by the parties who is sufficiently knowledgeable in the areas of law necessary to arbitrate the controversy. If the parties cannot agree on a single arbitrator, they will have one appointed for them.  The arbitration shall be governed by the United States Arbitration Act, 9 U.S.C. Sections 1 through 16, and judgment upon the award rendered by the arbitrator may be entered by any court having jurisdiction thereof. The arbitrator is not empowered to award injunctive relief or to award damages in excess of actual damages, including punitive damages. Each party shall be responsible for its own costs and expenses, except that the parties will equally share the compensation and expenses of the mediator and/or arbitrator. The mediation and/or arbitration shall be held in New York.

The requirement for mediation and arbitration shall not be deemed a waiver of any right of termination under this Agreement, and the arbitrator is not empowered to act or make any award other than based solely on the rights and obligations of the parties prior to any such termination.

The arbitrator shall determine issues for resolution but may not limit, expand or otherwise modify the terms of this Agreement, however, may rule on the invalidity, unenforceability or illegality of certain clauses.

A request by a party to a court for injunctive relief shall not be deemed a waiver of the obligation to mediate and/or arbitrate.

The parties, their representatives, other participants and the mediator and arbitrator shall hold the existence, content and result of mediation and/or arbitration in confidence, except to the extent required to be disclosed by law, including but not limited to securities laws and regulations.

Example 3 (AAA): Any disputes, controversies, or claims in connection with or arising out of this Agreement, its negotiation, breach, existence, validity or termination, shall be referred to and finally determined by arbitration before a single arbitrator who is a member of the American Arbitration Association, from which arbitration there shall be no appeal.  Such arbitration shall be held in the city of the defendant, in accordance with the Commercial Rules of the American Arbitration Association, with the governing law to be that of the State of the defendant and the laws of the United States applicable therein.  The award rendered by the arbitrator shall be final and binding on all parties, and judgment upon the reward rendered by the arbitrator may be entered in any court of competent jurisdiction.

Example  4 (JAMS): Notwithstanding the foregoing sentence, (but without limiting either party’s right to seek injunctive or other equitable relief immediately, at any time, in any court of competent jurisdiction), any disputes arising with respect to this Agreement shall be settled by arbitration in accordance with the rules and procedures of the Judicial Arbitration and Mediation Service, Inc. (“JAMS”). The arbitrator shall be selected by joint agreement of the parties. In the event the parties cannot agree on an arbitrator within thirty (30) days of the initiating party providing the other party with written notice that it plans to seek arbitration, the parties shall each select an arbitrator affiliated with JAMS, which arbitrators shall jointly select a third such arbitrator to resolve the dispute. The written decision of the arbitrator shall be final and binding on the parties and enforceable in any court. The arbitration proceeding shall take place in San Francisco, California, using the English language.

Linked References to External Documents:

It is common to see external documents incorporated by reference. Such as , “Buyer agrees to the terms and conditions set forth in Techco’s privacy policy located here at http://www.techco.com/privacypolicy.” The problem is that the external documents typically contain a clause that allows them to make changes to the document without notice. So the other party is agreeing to an ever-changing set of terms and conditions. 

One suggestion is to have the party (the seller, in this case) print out the external document and have it attached to the Master Agreement as an exhibit. This freezes the document in time. However, the seller may feel constrained by the inability to make changes to a document that applies across the company, except for some parties that have negotiated out of it. So compliance is difficult when each change is made and only applied to some customers. 

The parties could agree that the  seller must notify the buyer if it wants to have modifications apply against the seller. The seller could then have the option of getting out of the contract if it believes the change has materially changed the deal. The buyer could try to get “acceptance” rights before the modifications are applied against it. Either way, it is highly recommended to attached any referenced documents to the agreement so if there is a dispute down the road, the parties at least know what the terms were as of the Effective Date.

Concluding Paragraph:

Example 1: To evidence the parties’ agreement to this Agreement, they have executed and delivered it on the Effective Date.

Example 2:  Subject to the terms and conditions set forth herein below, the parties hereto have caused this Agreement to be executed by their duly authorized representatives on the date(s) shown below.

Example 3: Agreed and accepted by the duly authorized parties:
Signature block:
Below is a proper way in California for a party to execute an agreement on behalf of the corporation or partnership. 

[ Full legal name of entity] + [By: signature line] + [name of signatory] + [its: title of signatory] + [date – optional]
Example (Corporation):  

Techco, Inc.

By: __________________

      Bob Herman, its Chief Financial Officer

Date: May 1, 2010

Example (Limited Partnership):  

Techco LP, a limited partnership

By: TECHCO USA Inc, General Partner
By: __________________

      Bob Herman, its Vice President

Date: May 1, 2010

Case law: In 780 LLC v. DiPrima, the court identified several characteristics that an effective signature block should contain: 

 “Additionally, it appears that DiPrima signed the document in a manner suggesting that he was attempting to bind the corporation only: The signature lines suggest that DiPrima named M.B.D. Midwest as the entity executing the document with DiPrima signing on its behalf. We must determine the effect, if any, of the manner of his signature.

In order to exempt an agent from liability upon an instrument executed by the agent within the scope of the agent's agency, the agent must not only name his or her principal, but must express by some form of words that the writing is the act of the principal, though done by the hand of the agent. If the agent expresses this, the principal is bound and the agent is not.  Lincoln Equipment Co. v. Eveland, 173 Neb. 174, 112 N.W.2d 755 (1962). An agent who contracts on behalf of a disclosed principal in the absence of some other agreement to the contrary or other circumstances showing that the agent has expressly or impliedly incurred or intended to incur personal responsibility is not liable to the other contracting party.  Purbaugh v. Jurgensmeier, 240 Neb. 679, 483 N.W.2d 757 (1992); Micro/Mini Systems, Inc. v. Boyle, 4 Neb. App. 841, 552 N.W.2d 302 (1996). It is the agent's duty to disclose his or her capacity as agent of a corporation, and the agent bears the burden of proof of showing that he or she was acting in his or her corporate, not individual, capacity. Id.

Regarding the effect of form of a signature by an agent, it is generally understood that in "the absence of a contrary manifestation  in the document, the following signatures and descriptions, among others, create an inference that the principal and not the agent is a party: The principal's name followed by the agent's name preceded by a preposition such as  'by' or 'per.'" Restatement (Second) of Agency § 156 at 372 (1958). See, also, 3 Am. Jur. 2d Agency § 171 (1986). Accordingly, the manner of DiPrima's signature creates an inference that he signed the document on behalf of the corporation and not in his individual capacity.

 Execution of Documents:
The signature process begins when one side executes the document. Then the parties have to decide if they want original copies or digital copies. If they want originals, Party A prints out 2 full copies, signs both, and sends both to Party B. Party B then signs both, retains one and send the mutually executed version back to Party A. 

If the parties are exchanging digital versions in PDF, then Party A prints out 1 copy of the original, signs it, scans the entire document into PDF, and emails the PDF to Party B. Party B then prints out, signs, scans it and emails the mutually executed version back to Party A. 

NOTE: It is very unwise to only email or fax back signature block pages only because without the entire agreement attached to the signature page, the parties may later disagree about which final version they agreed upon. 

Special Contract Terms:
“Including but not limited to”:

http://www.adamsdrafting.com/2007/04/02/including-without-limitation/
Illustrative Versus Restrictive

Including and includes have traditionally been used to introduce a nonexhaustive list. Here’s how Black’s Law Dictionary defines include: “To contain as a part of something. The participle including typically indicates a partial list.”

Nevertheless, some courts have, in two different ways, used the list following a given including or includes to limit the meaning of the word or phrase (usually a noun or noun phrase) preceding the including or includes.

First, some courts have held that an item only falls within the preceding noun if it falls within one of the items in the list. The thinking is that if the preceding noun were being used to convey its unrestricted meaning, referring to subcategories of that word would serve no purpose. See, e.g., Application of Central Airlines, 185 P.2d 919 (Okla. 1947) (holding, with respect to use of the word including, that “if the lawmakers had intended the general words to be used in their unrestricted sense they would have made no mention of the particular classes”).

Second, some courts have held that something only falls within the preceding noun if it’s of the same type as one or more items on the list. See, e.g., Horse Cave State Bank v. Nolin Production Credit Ass’n, 672 S.W.2d 66 (Ky. Ct. App. 1984) (“[Appellee’s] description does not merely state that it covers ‘all farm machinery’ without more. Rather, the description includes the qualifying language ‘including but not limited to tractor, plow, and disc.’ The qualifying language gave appellant and other persons notice that [appellee’s] financing statement was intended to cover any tractor, plow, and disc owned by the debtor as well as all similar farm machinery.” (emphasis added)).

The willingness of courts to use including or includes to restrict the meaning of a preceding noun has prompted perhaps a majority of drafters to resort to the phrases including without limitation and including but not limited to (and their equivalents using includes). The aim is to make it clear that the unrestricted meaning applies. To give you an indication of how extensive this practice is, in the last week of March 2007 1,141 contracts containing the word including were filed on the SEC’s EDGAR database as Exhibit 10 “material contracts”; of those, 814 contained at least one instance of including without limitation or including but not limited to. (Of course, any one or more of those 814 contracts might contain a mixture of usages.)

There are three problems with using including without limitation and including but not limited to (and their equivalents using includes) to make it clear that the unrestricted meaning applies.

Paucity of Cases Holding That “Including” Is Restrictive
First, recent cases in which the verb include is given a restrictive meaning are few and far between. More common are cases such as DIRECTV, Inc. v. Crespin, 2007 U.S. App. Lexis 6279 (10th Cir. Mar. 16, 2007) (referring to “the normal use of ‘include’ as introducing an illustrative—and non-exclusive—list”). See also People v. Perry, 2007 WL 495285 (Feb. 16, 2007 Ill.) (relying in part on “the plain and ordinary meaning” of the word includes in holding that the absence of additional verbiage such as but not limited to did not preclude the following list from being illustrative); Auer v. Commonwealth, 621 S.E.2d 140 (Va. Ct. App. 2005) (“Generally speaking, the word ‘include’ implies that the provided list of parts or components is not exhaustive and, thus, not exclusive.”)

Presumably it is the everyday meaning of the verb include, plus the paucity of cases giving a restrictive meaning to it, that allows Black’s Law Dictionary to conclude that phrases such as including without limitation and including but not limited to “mean the same thing” as including.

(Incidentally, many cases hold that including (or includes) is a term of enlargement, not of limitation. “Enlargement” presumably refers to the practice of using including or includes so as to bring within the scope of the preceding noun something that would normally be excluded, as in “Motorcycle” includes any bicycle powered by an electric motor. But courts trot out the enlargement-not-limitation mantra even when including or includes is used to introduce an illustrative list that doesn’t seek to enlarge the meaning of the preceding noun. For our purposes, however, all that matters is that cases that hold that including or includes is a term of enlargement necessarily do not stand for the proposition that either term has a restrictive meaning.)

Weak Case Law Holding That “But Not Limited To” Makes “Including” Illustrative
Second, there’s little in the way of case law holding that adding without limitation or but not limited to to including would render including illustrative rather than restrictive. Although there are doubtless other cases out there, in an online search I only found two cases on point.

In Leach v. State, 170 S.W.3d 669 (Tex. App. 2005), the court held as follows:

We cannot agree with [the appellant’s] contention that “the administrative agency charged with supervising offenders and implementing a child safety zone believed that the words ‘includes’ and ‘including’ are terms of limitation” because the definition of “child safety zone” in the document uses the phrase “but not limited to” after the term “including.”

But the court then went on to undercut the significance of but not limited to by citing a number of cases standing for the proposition that including without but not limited to isn’t restrictive.

In Jackson v. Concord Co., 253 A.2d 793 (N.J. 1969), the court held that terms like include are “words of enlargement and not of limitation and that examples specified thereafter are merely illustrative.” It went on to note that “[t]his is especially so here where the word ‘including’ is followed by the phrase ‘but not limited to.’” But attributing significance to “especially” would seem at odds with the court’s flat assertion that including is illustrative.

So as authority for the proposition that but not limited to serves to turn a restrictive including into an illustrative including, these cases are weak.

Cases Disregarding “But Not Limited To” in Holding That “Including” Is Restrictive
And third, some courts have held that including is restrictive even when but not limited to is added.

In one relatively recent case, Shelby County State Bank v. Van Diest Supply Co., 303 F.3d 832 (7th Cir. 2002), the court disregarded the phrase but not limited to in holding that an item only falls within the preceding noun if it falls within one of the items in the list following including:

[I]t would be bizarre as a commercial matter to claim a lien in everything, and then to describe in detail only a smaller part of that whole. This is not to say that there is no use for descriptive clauses of inclusion, so as to make clear the kind of entities that ought to be included. But if all goods of any kind are to be included, why mention only a few? A court required to give “reasonable and effective meaning to all terms,” must shy away from finding that a significant phrase (like the lengthy description of chemicals and fertilizers we have here) is nothing but surplussage.

And at least one court has held that despite presence of the phrase but not limited to, to fall within the preceding noun an item must be of the same type as one of the items following including. See In re Clark, 910 A.2d 1198 (N.H. 2006) (“When the legislature uses the phrase ‘including, but not limited to’ in a statute, the application of that statute is limited to the types of items therein particularized.”).

That some courts disregard but not limited to shouldn’t come as a surprise. A court handling a contract dispute will want to determine the intent of the parties. In the process, it could well elect to disregard any drafting that it regards as not going to the intent of the parties. Given that many drafters automatically add but not limited to or without limitation to each instance of including, a court could conclude that such phrases have no bearing on the intent of the parties.

Cutting Back on Use of Illustrative Lists
If you’re worried that a court might go against the tide and hold that including or includes is restrictive, you could reduce that risk by reducing the number of illustrative lists you include in a contract. When you’re contemplating adding an illustrative list, ask yourself whether you’re adding clarity or merely stating the obvious.

Conclusion
The everyday meaning of including is such that including without limitation and including but not limited to mean the same thing as including. When considered as a whole, more often than not U.S. courts go with the everyday meaning of a word. That’s why most courts that have recently considered the meaning of including have held that including doesn’t convey a restrictive meaning.

One could nevertheless continue to tack on without limitation or but not limited to, just to fend off courts that might be inclined to go against the tide and give including a restrictive meaning. For the following reasons, I recommend that you not do so:

· the risk involved is a very modest one;

· the protection afforded is highly uncertain, given that you can’t rely on a court to pay any attention to without limitation or but not limited to;

· these phrases are redundant and confusing, given the everyday meaning of the verb include; and

· they render contract prose more ponderous.

Whereas I’ve limited my research to U.S. case law, I’d expect my conclusions to apply in other jurisdictions.

I’ll be doing further research on this issue, and I may well adjust my analysis. Meanwhile, I’d be pleased to receive comments.

Exhibits:
Most technology agreements are structured to have a Master Agreement contain the legal T&Cs and subordinate Exhibits that contain other essential T&Cs for the parties. 

Common exhibits are:

· Pricing

· Statements of Work

· Specifications

· Service Level Agreements

· Definitions

· Change Order Process

· Confidentiality Provisions

· Purchase Orders

Here are some things to watch out for in the various exhibits:

Pricing Exhibits: This is a document that is going to be heavily scrutinized by the business people, so there typically isn’t a lot to do with pricing exhibits. 

· Make sure the products are described accurately and the terms are consistent throughout the exhibit and Agreement. This avoids confusion down the road if the parties disagree on what is being paid for. 

· Use tables to separate product/services from each other. It is easier to track prices and add specific terms to a product this way. 

Statement of Work (professional services agreements): 

This document is typically written by the technical people. However, there are several things the attorney will have to watch out for.

· Milestones. These define when certain parts of a deliverable is going to be created, and there is often a payment linked to a milestone. Make sure that you understand what causes a milestone moment – is it delivery of work product? Is it acceptance of work product? Is it an objective metric that is achieved? 

· Acceptance. Understand the acceptance procedure and whether there are any “bites of the TechCo” to consider. Be sure that acceptance is not dependent on something the other party has to do. If so, then carve out that dependency, or extend the delay in delivery by the amount of time the other side sits on their dependent action. The more objective the acceptance criteria are, the better for all parties. For example, a product is deemed accepted when a public customer is able to use the service. Or when the deliverable achieves “X” efficiency. 

· Pricing. Make sure that the pricing obligations are clearly defined so all parties know what is due and when. This usually requires tight milestone and acceptance language. 

· Specifications. Take a look at your indemnification language to see if specifications are carved out from the other side’s indemnification obligation. Watch for “except for Provider’s compliance with Buyer’s specifications”. That could mean that anything contained in the specification is not covered by the provider’s indemnification obligation. This could be huge. So watch out for language in the SOW that states: The following sections in this SOW are pursuant to Buyer’s Specifications”. 

Service Level Agreements (services agreements). 

This document sets forth the level of service that one party is signing up to according to objective service metrics. It is a form of warranty. 

Main components for an SLA are: 

· Description of the service that is subject to the SLA

· Metrics and service level commitments 

· Uptime per month (% per month)

· Response and resolution for various levels of severity (Sev 1, Sev 2, etc…) (how many minutes/hours will a response and/or resolution take based on severity?)

· Other service-specific commitments

· Credits for blowing the metrics / commitments

· Termination rights for really blowing it

· Contact information and escalation path

Quick check list for SLAs:

1. Are there uptime commitments? Usually stated as  99.x%

2. Are there “teeth” to the SLA; meaning are there credits as a percent of what you will pay in the month against the amount of downtime during the month? Watch out for total monthly caps, like 50%. This means that if you owe them $5,000, and they are down 100% of the time, they will only give you are credit of $2,500 – which means you will have to pay$2,5000 for a service you did not receive.

3. Can you get out of the contract for continuous poor performance? This is known as “chronic failure”, and gives you termination rights if they have X incidents in a 3 consecutive months or Y times in any given 12 month period. Note: Make sure that the termination provisions are not limited to material breaches, unless you specifically call out the chronic failures constitute a material breach.

4. Are there hard resolution commitments? This means that they will resolve, not just respond to you via email, an issue based on its level of severity (Sev 1, Sev 2, etc…). Many companies will try to get away with only a response time, which isn’t very helpful, or they will have resolution “targets”, which provides wiggle room. 

5. Make sure the warranty section includes the SLA metric and that the warranty section in the MSA does not contain the only warranties, and all other warranties (including the 

· Make sure the metrics are objective so any party can calculate them.

· Make sure that the service credits are adequate. Usually, they are a % of the amount paid that month for a service contract. The provider usually tries to cap the credits at a certain % of the fees paid that month, which is usually unacceptable to the other side. Why should the buyer have to pay for service that he isn’t getting? That would happen if the credits were capped at 50%, for example, and the service was down more than 50% of the time. 

· Are the credits or termination rights the sole remedy? That means that the buyer can’t sue for related claims. 

· Are the SLA credits the sole remedy to the buyer? If so, that isn’t great because if the service is persistently terrible, it should have the right to get out of the contract – perhaps with damages. 

· These are often called termination rights for chronic shortfalls/outages/non-performance. Example: 2 times in any two consecutive months or 3 times in a 6 month period gives a party the right to terminate the agreement. 

· Check the termination language in the agreement to make sure that the only termination rights are described there because that could be a problem if the master agreement’s terms take precedence over Exhibits. If so, add termination rights for chronic non-performance as set forth in the SLA to the termination section. 

Key SLA Concepts:

· Level of effort:  Vendors should consider whether they want their performance under the service agreement to be absolute or subject to a less than absolute standard, such as “commercially reasonable efforts”. Though it is more beneficial for the vendor’s efforts to be limited to using “commercially reasonable efforts,” such a term, though defined through judicial precedent in other legal contexts, does not yet have a clear definition in the cloud computing context. 

· Nature of Obligations:  Most service level agreements focus on availability of the service but vendors should also be prepared to respond to requests for service level commitments on performance of the service, such as response times (i.e., how quickly the software processes requests) and bandwidth (i.e., how much computing capacity is available at a given time). 

· Definition of Uptime:  The availability of the service, or uptime, should be comprised of four distinct variables:  (1) basis for measurement (i.e., the period for measurement, which is usually monthly or annually, the percentage of committed uptime, anywhere from 95% to 99.99%, whether or not the measurement is averaged over all users or just calculated on an individual user basis); (2) what constitutes downtime (i.e., minimum downtime increments, whether downtime must occur during a particular time of day and/or whether the frequency of downtimes is a factor; (3) permitted downtime (such as scheduled maintenance or emergency maintenance, each of which should be carefully defined with prescribed notice periods to the customer); and (4) circumstances that do not constitute downtime (such as downtime caused by the customer or downtimes that do not affect the vendor’s customer base generally or are otherwise isolated or specific to a given customer).

· Ability to Suspend Services:  In some cases, the cloud computing vendor may find it necessary to suspend services, such as if a customer’s use of the services creates a security risk. While it is reasonable for the vendor to retain this right, it will be important for the vendor to consider how much and whether notice can be given in advance to its customers of any service suspension and whether the suspension should be considered “permitted downtime.”

· Service Credits:  Vendors must consider the amount of service credits available to customers, whether customers are automatically entitled to the credits or must apply for them, whether there are any circumstances under which the vendor can provide an actual refund to the customer.

SLA Metrics in time:

99.999% = 43 seconds

  99.99% = 4.3 minutes

    99.9% =  43 minutes

       99% =  7 hours

Total: 60 minutes x 24 hours x 30 days = 43,200 minutes in a month

Downtime: 12 minutes

Scheduled downtime: 2 hours per week or 8 hours per month or 480 minutes per month

Customer caused = 0

Uptime = 99.97%

Purchase Orders. In this situation, the master agreement contains the legal terms and the PO contains the details of the purchase, such as quantity, price, quality, delivery times, etc… However, be very careful if the conflict of terms has the PO taking precedence over the master terms because companies can bury a lot of conditions in these forms. Large companies often do this because their master agreements are uneditable. So deal-specific terms get added to POs. If they are added by the seller, they are not going to be favorable to the seller. Look for language at the very end of POs and other similar attachments. This is where the “small print” can really create liability or deplete the value that one side thought they were getting.
Amendments
1. Letters vs. amendments

a. Possible to use letter that is mutually signed by the parties that identifies the changes the letter will make to the agreement. Both parties have to understand they are changing the agreement.

i. While easier to draft, letters are riskier because 

1. it can make later amendments more difficult to follow. For example, if you agree to change a certain dates in a section. Then, if the parties want to later change only some of those dates again, then the next letter would be very complex and difficult to piece together down the road. 

2. if you don’t identify which language the parties are taking out and which specific language is replacing it, there is a possibility for ambiguity if the new language doesn’t flow, and there may be unintended consequences in other sections of the agreement that could be triggered if a more formal approach was taken. For example, if you were extending the delivery time from 10 days to 30, there could be a reference to a another section that has a dependency on the 10 days which now would be broken. 

3. Letters often don’t make the official file folder due to their convenience. So the parties run the risk of making mistakes down the road with future amendments or interpretations. 

4. In order to keep track of changes to the agreement, it might be helpful to  keep the numeration in sequence and have a recitation of agreement history in the all amendments and letters. That way it will be easier to interpret the agreement later on. For example, if you begin with a letter amendment, you will want to name the next amendment as Amendment 2, or Letter 2, which a short account of the date the parties signed the prior letter, and perhaps its subject matter (in case it is misplaced or memories need to be jogged).

5. Letters may be a good option if the parties only need to change one or two simple items, such as change of address, payment terms or a delivery date. The parties must make sure to save the letter in the files and maintain numeracy of the amendment numbers. 

Introduction Section

Second Amendment to the Service Agreement between

Buyer Inc and Seller Inc.

It is very helpful to include all of the above in the title of the document because it quickly tells a reader whether this is the correct document they were looking for when there are potentially hundreds of amendments. 

This second amendment (“Second Amendment”) to the Services Agreement effective as of June 4, 2009 (the “Agreement”) is entered into by and between Buyer Inc. (“Buyer”) and Seller Inc. (“Seller”) on April 12, 2010 (“Amendment Effective Date”). 

This section identifies and defines the key dates, agreement and parties. There could be several different agreements in place between the parties. 

Background (or Recitals)

1. Seller and Buyer entered into the Agreement for the purchase of hardware maintenance services provided by Seller. 

2. The parties agreed to extend the term of the Agreement by entering into the First Amendment to the Agreement  on December 1, 2009 (the “First Amendment”). 

3. The parties would like to amend the agreement to:

a. Enhance the privacy policy between the parties

b. Revise Exhibit B “Service Level Agreement” to increase the performance of the services.

4. Therefore, the parties hereby agree to the following:

This section provides a history of the relationship to date. It doesn’t need to be very specific. It should just be enough to give anyone reading the document an overview of why the parties entered into a contract, why they previously amended it, and what they intend to change with this amendment. The consideration language isn’t that important, but some drafters will insist on more formal language. It is a stylistic issue for the most part. 

Amendment Techniques:

1. Change out an entire section or sentence in its entirety and replace with another.

Amendments to the Agreement
1. Section 1.2 of the Agreement is hereby deleted in its entirety and replaced with the following:

“1.2 Seller will …..”

It is considered an important drafting technique to enshrine the new language between “…”. That way the parties will know where new language begins and ends. Otherwise, the parties run the risk of unintended language being added to the agreement. Generally, it is just helpful for the parties to see precisely what is being added. 

Also, it is custom to add “hereby” to the language if the parties intend for the amendment to take effect upon amendment execution. There may be some points that will only take effect on a condition subsequent. 

2. Change a word within a sentence with another word.

2. The word “10 days” in first sentence of Section 1.2 of the Agreement is hereby deleted and replaced with “20 days”.

3. Adding a new section to an existing section.

3. The following new paragraph is hereby added to then end of Section 1.2:

“Notwithstanding the foregoing, Seller shall….”

4. Adding a new section to the Agreement.

“3. The following new Section 1.13 is hereby added to the Agreement after Section 1.12:


1.13. Promotion. The parties will….”

5. Adding a sentence or clause to an existing sentence. 

3. The following new sentence is hereby added to the end of the third sentence in Section 1.12 of the Agreement:


“1.13. Promotion. The parties will….”
The below language wraps up the amendment by linking it to the underlying agreement and clarifying that these are the only changes to the agreement. 

Full Force and Effect.  Except as otherwise expressly set forth herein, the terms and conditions contained in the Agreement shall remain in full force and effect and are unchanged.  Unless otherwise stated herein, capitalized terms appearing herein shall have the meanings ascribed to them in the Agreement.

Other drafting notes:

1. The best way to conceptualize an amendment is to imagine that the parties are surgically inserting the new language between quotations into exact locations in the Agreement. The parties should read the new language as if it were part of an Amended and Restated Agreement where the parties literally insert new redlines into the “old” agreement and agree that is the new agreement going forward. 

This helps to prevent common drafting errors, such as using the term “Amendment” anywhere in the inserted language. An amendment is only an agreement to insert new language into the agreement, not a new agreement itself. So it becomes a circular reference when the amended language contains references to itself. 

· Wrong: “The parties agree to complete Stage 1 of the project within twenty (20) days after the Amendment 1 Effective Date.”

· Correct: “The parties agree to complete Stage 1 of the project by May 20, 2010.” [Note: the parties would have to be confident of the amendment effective date or leave a place marker in the text as one of the last items to fill out.]

· Correct: ““The parties agree to complete Stage 1 of the project within twenty (20) days after Seller delivers Milestone 4 to Buyer.”

2. It may seem redundant to keep referring to the “Agreement” in each insertion description. However, it is good practice to get into because often the parties will be amending SOWs, SLAs, and other exhibits or schedules which may have similar section names. 

Best Efforts in Contracts and the Law: 

1. Best Efforts: 

2. Reasonable Best Efforts:

3. Reasonable Efforts / Good Faith Efforts:

4. Commercially Reasonable Efforts:

5. Diligent Efforts

6. Every Effort:

Ambiguous (2 or more meanings) or vague (does not have a precise meaning)? Best efforts is vague. Equating best efforts with “reasonableness” or “diligence” does not help because those terms are vague. 

Courts describe best efforts in terms of good faith, diligence and  reasonableness.  Each of these could be different.  

In TGB (a 9th Circuit case), court found the following arguments persuasive regarding “best efforts” 

· In Pinnacle, a contract required the parties to use “best efforts” to negotiate. The court thought that was inappropriate because there is no way to ascertain the performance required in a “best efforts” negotiation for a contract. However, you could do so with a distribution contract. 

· In Bloor v. Falstaff, the capabilities of a party are not based on financial abilities alone, but also include such factors as expertise and experience. 

· In CA, the exact contours of the obligation to full a best efforts clause are unclear. Maxim . Analog Devices. 
· The promissor’s obligation is measured against the efforts exerted in past dealings where its efforts were not questioned. 

· Even if obligated to use best efforts, a promissor could consider its own interests unless its actions became manifestly harmful to the other side. 

Solution: 

1. Define the term: Use the term “reasonable efforts” and define it as: 

a. “with respect to a given goal, the efforts that a reasonable person in the position of the promisor would use so as to achieve the goal as expeditiously as possible.”

2. Create carve-outs. Perhaps add highly specific carve outs such as “provided, however, that an obligation to use “Reasonable Efforts” under this agreement does not require the promisor to…” or “but does not include” 

a. “taking any actions that would, individually or in the aggregate, case the promisor to incur costs, or suffer any other detriment, out of reasonable proportion to the benefits to the promisor under this agreement.”

b. “taking any actions that would, individually or on the aggregate, cause a material adverse change in the promisor”

c. Taking any action that would violate any law or order to which the promisor is subject”

d. Taking any action that would imperil the promissor’s existence or solvency” 

e. “initiating any litigation or arbitration”

3. Don’t use the term “best” in any definition because the term does not convey the standard meaning of “excelling all other in quality.”

4. “Good faith efforts” is an alternative to “reasonable efforts”.  
5. Be careful about using 2 or more “efforts” terms in the same contract. If intentional, they should be defined to give the court more information to understand the intent of the parties. 

Checklist Of Issues In Drafting And Negotiating

Software License Agreements

I.
Rights Granted under the License

A.
Exclusive vs. non-exclusive - primarily an issue for custom-made software

B.
Revocable vs. irrevocable - more a breach issue

C.
Right to use the user manual and related documentation

II.
Term of License

A.
Perpetual or defined time period?

B.
Renewal rights and terms

III.
Scope of License

A.
Licensee internal operations only?

B.
Number of users - named users/concurrent users and variations

C.
Number of sites/number of computers ("boxes")

D.
Copying rights/backup - copyright rights

E.
Use by subsidiaries and affiliates

F.
Right to modify and combine with other products/who owns modifications?/Copyright issues

G.
Prohibited uses

IV.
Transferability and Sublicensing Restrictions

A.
Typically, license may not be assigned, transferred, sublicensed, or pledged

B.
Typically, licensee may not use the software for third party training, commercial time sharing, rental, or service bureau use

C.
Restrictions on use at a particular location?

V.
Right to Source Code

A.
Does licensee need to obtain or have access to source code? How practical even if obtained?

B.
Stability of licensor

C.
Source code escrow and alternatives

D.
Limitations on when source code could be accessed or used

E.
Updating the source code available to the licensee

VI.
Ownership of the Software

A.
Express statement that licensor owns and retains all title, copyright, and other proprietary rights in the software and documentation

B.
Trade secret acknowledgement

C.
Limiting access of employees, consultants, or third party

D.
Representation of licensor as to ownership of the software

E.
Ownership issues with respect to licensee modifications

F.
Ownership of user-created copies

VII.
Payment Provisions

A.
Schedule of payments

B.
Discounts

C.
Payments linked to licensee accepting test of the software

D.
Late fees

E.
Shipping charges

F.
Sales, use, property, value added or other taxes to be paid by licensee, other than tax based on licensor income

VIII.
Acceptance Procedures

A.
Right to test for some designated period of time

B.
Right to reject software and results of rejection

IX.
Training

A.
Scope of training to be provided by licensor

B.
Cost

C.
Location of training sessions

D.
Number of trainees

E.
Training of new employees after initial training

X.
Warranties

A.
Licensor will want to give very limited warranties, e.g., the software media is free from physical defects in material and workmanship for a 90 day period

B.
Licensee may demand a warranty that at least the software performs the functions described in the related documentation

C.
Length of warranty

D.
Procedure for notifying licensor of defects

E. Procedure and response time for licensor correction of problems 

F. Modification of software terminates warranty?

G.
Explicit disclaimers by licensor as to:

1.
Merchantability

2.
Fitness for particular purpose

3.
Error-free operation

4. Any other warranties, express or implied, except as explicitly set forth in agreement

XI.
Limitations on Licensor Liability

A.
No liability for indirect, special, incidental, consequential damages, whether in tort, contract, or product liability

B.
No liability for loss of profits, revenue, data or use or cost of substitute software, whether in tort, contract, or product liability

C.
Limitation on the total amount of damages, e.g., all or a portion of the license fee paid

D.
Shortened statute of limitations to commence action from when damage occurred (e.g., six months or one year)

E.
Enforceability issue

XII.
Inspection Rights of Licensor to Monitor Licensee's Compliance with Agreement

XIII.
Support and Maintenance Services

A.
Scope of support and maintenance

B.
Response times by licensor to cure problems

C.
Payment

D.
Price increases allowed

E.
May be subject to separate agreement or support policy

XIV.
Nondisclosure of Confidential Information

A.
Agreement to hold various information confidential

B.
Period of confidentiality

C.
Scope of protected information - terms of agreement, pricing, other information identified or marked confidential

D.
Exclusions:

1.
Information that is or becomes part of the public domain through no act or omission of the other party

2.
Information that was in the other party's lawful possession prior to the disclosure

3.
Information that is lawfully obtained from a third party without restriction on disclosure

4.
Information that is independently developed

E.
Covenant to use reasonable steps to make employees comply with confidentiality restrictions

XV.
Indemnity for Infringement

A.
Scope of indemnity

B.
Notification to licensor of claim of non-infringement

C.
Control of action and settlement by licensor

D.
Option of licensor to replace or repair software

XVI.
Termination

A.
Right of licensor to terminate

B.
Right of licensee to terminate

C.
Failure to pay and disputes concerning whether payment required

D.
Effect of termination - survival of rights and payment obligations

E.
Return of software, documentation, and copies to licensor on termination

F.
Obligation of licensee to cease using software after termination

G.
Certification by licensee regarding the cessation of use of software after termination and the return of the software, copies and documentation

XVII.
Other Special Issues

A.
Most favored nation clause

B.
Price protection

C.
Installation

D.
Hardware configuration

XVIII.
Miscellaneous

A.
Governing law

B.
Jurisdiction, e.g., causes of action may only be brought in the county where the licensor's principal office is located

C.
Notice

D.
Severability

E.
Waiver

F.
Export laws

G.
Relationship between the parties

H.
Integration/complete agreement

I.
Agreement to be construed as to its fair meaning and not strictly for or against either party

J.
Attorneys' fees

K.
Force majeure

Tips for reviewing NDAs:
Tips for reviewing NDAs:

Generally, NDAs are not enforced often. The main reason companies use NDAs outside of the employee/subcontractor realm is to preserve trade secret claims. Most NDAs have the same who, what, when, where and why content:

· Description of what is being disclosed, and what are the exceptions to the confidential status, such as: already publicly known, independently obtained, etc… 

· Who is the discloser and who can the information be shared with

· For what purpose can the information be used

· How long does the recipient have to keep the information quiet, and how long are the parties under the “cone of silence”? 

TIPS

1. When business person asks you to review the NDA, ask the following questions to get a feel for the scope of the NDA:

a. Who is disclosing information: us, them or both?

i. Us: then push for expansive scope of information that is covered under the NDA, long duration of obligation not to disclose, limited usage rights, and limited exceptions to the confidential status

ii. Them: its most likely going to be on their “paper”. So you will want the opposite of the “Us” issues: very narrow conditions to make something confidential, short time obligation, expansive usage rights and exceptions to the confidential status

iii. Both: strike a balance between the two alternatives above and be sure to ensure it is mutual, i.e. that they do not get special rights in the NDA (do a search for the other party’s name. A pure mutual NDA will only have the party’s name in the intro paragraph and the signature block)

b. How sensitive is the information being disclosed?

i. It is our sensitive information: 

1. carefully review for hard procedural burdens (must mark as Confidential or 30 day follow up notice for oral disclosures), 

2. residuals language (gives them latitude to use whatever they retain in the unaided brain)

3. short time frames (non-disclosure obligation too short) 

4. description too narrow, (may not cover all stuff that you need covered)

5. uses of information too broad (keep what they can do with the information narrow)

6. breadth of permissible people to share with too broad (you don’t want it widely disseminated internally, or you don’t want potential affiliates to have the information)

7. try to understand what is really confidential information because going overboard to protect something that in the end is either not protectable or isn’t of actual commercial value is not very helpful. Confidential information can be thought of as only the information you would sue to protect from being disclosed. Be real about your information and the industry you are in. Pharmaceutical, biotech, semi-conductor, hardware manufacturers, etc… have a lot of interest in insuring that their information does not get into the wrong hands. Other industries really don’t have much information to protect, other than financial and product road map information. 

ii. It is their sensitive information:

1. Too broad – covers everything they may possibly divulge. Need to carve it back to what is really at stake. 
2. Long time frames that will unduly burden the liability. 
3. Burden on who can share with – need to know, in writing, who will use or have access. 
4. Too narrow of a use description – risk that NDA won’t be updated as relationship mature
5. Mandatory destruction of information post contract. Try to get “destruction upon request”. Really be careful about a certification requirement that the information has been destroyed because it is so difficult to certify that all the information is truly destroyed everywhere, regardless of whether it is at actual risk of being misappropriated. 
2. Reviewing the NDA:
a. Look to see if it is a one way or two way (usually in intro). If it is one way, be sure to inform your business people not to share ANYTHING with the other side. Many times, large companies don’t want to be burdened with 3rd party confidential information because the disclosure could come back later and claim that the large company used their CI in a product, for example. So sometimes companies will require 1 way NDAs as an incentive to discourage the other side from disclosing anything of value. 
b. Do a Word search on other party’s name to see if they added special unilateral obligations in the body. Or language that does not belong in an NDA
i. IP ownership or transfer language
ii. Exclusivity language
iii. No-poaching language (which most likely isn’t enforceable in CA anyway)
c. Make sure party names and address are correct
d. Make sure the “purpose” is not improperly one-sided
e. Make sure there is a term for the NDA and a term for the disclosures (search for “year”)
f. Check the obligations to ensure confidential information (writing, etc…) and inform business people in email that they have an obligation 
g. Beware of  residuals clauses like the following: 
i. The Receiving Party shall be free to use for any purpose the Residuals resulting from access to or work with the Confidential Information of the Disclosing Party. "Residuals" means information retained in unaided memory by persons who have had access to the Confidential Information, including ideas, concepts, know-how or techniques contained therein. The Receiving Party shall not have any obligation to pay royalties for work resulting from the use of Residuals. However, this clause shall not be deemed to grant to the Receiving Party a license under the Disclosing Party’s copyrights or patents.
ii. Neither of us is required to restrict work assignments of representatives who have had access to confidential information. Neither of us can control the incoming information the other will disclose to us in the course of working together, or what our representatives will remember, even without notes or other aids. We agree that use of information in representatives’ unaided memories in the development or deployment of our respective products or services does not create liability under this agreement or trade secret law, and we agree to limit what we disclose to the other accordingly.
iii. Receiving party may enhance its knowledge and experience retained in intangible form in the unaided memories of its directors, employees, contractors and advisors as a result of viewing Disclosing Party's Confidential Information. So long as Receiving party complies with its obligations with respect to the Confidential Information set forth above, Receiving Party may develop, disclose, market, transfer and/or use such knowledge, experience and intellectual property that may be generally similar to Discloser's Confidential Information, and Disclosing Party shall not have any rights in such knowledge, experience or intellectual property nor any rights to compensation related to the Receiving Party's use of such knowledge, experience or intellectual property.

Usually the companies that propose a residuals clause are bigger companies, who put it in a variant form of NDA they may prefer when talking to smaller companies because it gives them wide latitude to use your confidential information without restriction, as long as they don’t use tangible copies of your confidential information. For example, a recipient who is being sued for unlawful disclosure or use of confidential information under an NDA which includes a residuals clause, would more certainly than not claim that any information so disclosed or used falls squarely within the definition of "residual information" and, because such matters are inherently vague, it may be difficult for the discloser to prove otherwise. It is not entirely unreasonable to argue, as some do, that residuals clauses are, essentially, a license to expropriate trade secrets.
it is advisable for the disclosing party to attempt negotiating the removal of a residuals clause. If the receiving party insists on keeping the residuals clause in the NDA, the disclosing party should consider disclosing as little as possible. Also, the definition of "Residual Information" should be as narrow as possible and should not allow for any exceptions to the receiving party's overall confidentiality obligations. A receiving party should be permitted to use residual information to gain generic or peripheral knowledge in its business activities, or to enhance its ideas, concepts, know-how and experience only – specific information should be excluded. Certain types of information, such as customer data, or personally identifiable information, should be carved out of the definition of residual information. In no event should the receiving party be permitted to disclose, (as opposed to use), any of the confidential information it receives from the disclosing party. The residuals clause should be made mutual. A disclosing party should make clear that a memory is not considered "unaided" with respect to certain information if such information is remembered using mnemonic devices, notes, or other documents, or if it was intentionally memorized in any other way.

h. Is there a requirement to destroy information after the term? You should always push for “upon formal request” to destroy information because it is a large burden to have to delete or destroy information wherever it lies. Also, be VERY careful about a requirement to certify that the information has been destroyed. That adds even more liability to the recipient. 
i. Check choice of law – try to get yours. Default should be the buyer’s jurisdiction
j. Make sure you get the signed version back into your files!
3. The Standard Carve-outs from the definition of Confidential Information 

a. BECOMES PUBLIC 

i. (i) is or becomes a matter of public knowledge through no fault of the Receiving Party; 

b. WE ALREADY HAVE IT

i. (ii) was in the Receiving Party's possession or known by it prior to receipt from the Disclosing Party; 

c.  SOMEONE ELSE TOLD US 

i. (iii) was rightfully disclosed to the Receiving Party by another person without restriction; or 

d. WE COME INDEPENDENTLY CAME UP WITH IT 

i. (iv) is independently developed by the Receiving Party without access to such Confidential Information.

Cloud Computing Contracts:
Cloud computing = data storage, processing and application services + provided by 3rd party + using 3rd party equipment.

Basically, cloud computing is using Gmail instead of an email program you installed on your computer. It is using Google docs instead of installing Word on your laptop. It is using Youtube or Picasaweb instead of storing images/videos on your hard drive. 

1. Need to assess 3 overall considerations in order determine how hard to push back on the contract:

a. Sensitivity of the data?

If you will be sending Personally Identifiable Information (PII) or trade secret information to the cloud, then you need to ramp up your push back on the contract, especially indemnification, LoL, and security issues. If it is standard public data, then you don’t need to have walk away thresholds. 

b. Mission critical?

Is the data that is being sent to the cloud critical for the performance, operation or revenue of the company? If so, then you will need to focus hard on service level issues, as well as ensuring that the limitation of liability amounts are not too low. Also, you will want to make sure that it is not subject to hostage taking.

c. Volume of the data to be stored?

If the volume is large, then you will also want to make sure that there is sufficient back up and data retention requirements so that you are not left with having to reconstitute your entire data set. Also, you will want to make sure that it is not subject to hostage taking.

Most cloud vendors will have their own form contracts to use. However, many or most of the essential terms and conditions may be absent in that form agreement. Use the below check list to help ensure your contract is protective as you need. 

Outsourcing Contracts checklist:

· Warranty / indemnification:

· basic warranty “workman like manner”

· perform according to a written specification

· make sure warranty period is for term, not the typical 90 day, etc.. period.

· Because the fees are smaller and paid over time, it is difficult to get robust warranties and remedies in the contract which can make the agreement risky. Try to get the estimated maximum amount of fees under the agreement

· Indemnification provisions are critical if a, b or c above are on the high side. You need indemnification against breaches of security (because the victims of a breach will come after you, not your invisible provider) and loss of data (because the data owners will come after you, not your invisible provider). Watch out for caps on liability. 

· Do not allow an disclaimer for loss of data if a, b or c above are on the high side. 

· Insurance: make sure that they have a policy that will cover your losses and indemnification rights. 

· Force Majeure:

· Make sure that the carve outs for their service performance are more “Acts of God” than anything under their direct or indirect control. Indirect control are situations where the provider has entered into a contract with a third party and the provider’s performance should not be excused because of something their “partner” caused. This should be covered in the contract between the two, and it should not affect the service they provide to you.

· Ownership and Access:

· customer’s data belongs to customer + vendor must return at any time

· don’t let vendor hold data hostage in the event of dispute

· ensure that there is IP ownership language and that you’re company retains ownership to all of its content, and obtain assignment rights for any IP that may be created on top or in conjunction with your IP by the vendor. 

· Location of where the data is going to be hosted is very important. If EU personal information is hosted outside of the EU, that would likely violate EU law unless all parties are compliant or have FTC Safe Harbor. Also, data could create jurisdiction issue if the law says that the physical presence of data subject the data owner to local jurisdiction. Finally, you don’t want to get into a situation where the local jurisdiction prevents the release of information, but you are compelled by subpoena to release the information. 

· Vendor bankruptcy could cut off access to data (unlike software federal bankruptcy laws). Try to ensure continued access to data, look at backup requirements and access or escrow data if possible. 

· Cloud service providers should provide us with notice as to which third parties will have the ability to access our data and for what purposes, including subcontractors, subcontractors of subcontractors and so on. The classic example is a SaaS running on a third party cloud. These relationships may be more attenuated than meets the eye as there may be third and fourth levels of cloud providers processing customer data, and we may have no idea who is actually handling their data.
· Should solely “own” the data we put into a cloud service provider’s cloud, and cloud service providers shall use our information solely for the purposes of providing services to the us, unless otherwise explicitly agreed.
· Legal and data retention process

· “litigation cooperation” requires vendor to preserve data and cooperate with disco very requests in litigation (litigation hold). If can’t be included, then need to have data backup plan

· They should reveal their data search, retention and destruction practices to us; 
· They should provide notice (within hours, not days) of the service of any subpoena or other legal process seeking their customers’ data, and shall assist and cooperate with us in responding to such legal process. It is crucial for managing legal risk. If a cloud service provider sits on a subpoena or other legal process it could harm us, and hamper our ability to adequately respond to such a request and develop legal positions. Cloud service providers should develop a process for promptly dealing with these requests and providing notice to their customers.
· They should develop and enable data search, retention and destruction capabilities in order to allow us to implement our own data retention programs, efficiently effectuate litigation holds, and locate, collect and preserve relevant data, including metadata; 
· They should build in processes and controls that allow for the efficient authentication of data (e.g. accurate time-stamping; metadata; chain-of-custody indicators, etc.)
· Termination and Post-Termination

· post-termination assistance + hourly rates

· Financial

· cap in increases in fees over term

· Service Levels

· There must be an SLA and it should give rights to terminate the agreement for chronic SLA shortfalls if the service is terrible. Otherwise, you’re left with trying to prove that the poor service is “material” which is most likely subject to 30 day cure rights for each occurrence. Plus, if they disagree it is material because there is no quantifiable measurement of poor service, then you risk terminating the agreement and still subject to payment of fees under the contract. 

· Security:
· You could be responsible to your customers if your cloud service suffers a breach. You need to make sure that the liability flows downward, and that there is a sufficient pool of funds to cover you in the event of a breach. 

· conduct reasonable due diligence and security assessments of subcontractors or other third parties that will have access to customers’ data or systems, and shall enter into contracts with such third parties that hold those third parties to substantially similar obligations as in their cloud agreements with their customers
· Data loss liability – the vendor has the equipment and should be liable because it is in his control or custody. So insist on backup policies and data recovery obligations if mission critical and customer doesn’t have its own data

· ISO 27002 are good security standards to require for core sensitive data

· In the event of a breach, try to ensure that you will be treated equally to the other clients and the service provider itself. When the engineers are restoring the system post-breach, they typically roll out the customers on a priority method. You don’t want to be the last one up.

· In the event a cloud provider suffers a security breach, Cloud providers shall provide prompt notice of the security breach to their affected cloud customers, shall coordinate, cooperate and assist their customers with the investigation, containment and mitigation of the breach, and shall allow their cloud customers to conduct their own forensic assessment and investigation of the security breach.
· Have they ever had a 3rd party independent verification of their security practices?
· PCI compliance as a 3rd Party Processor. All companies that store credit card information must be “PCI” compliant; which means it must meet certain security standards in order to store credit card information on behalf of a third party. If you will be sending credit card information to the cloud provider, you should make sure that they are, and will remain through the term, PCI compliant for Visa, Mastercard, JCB, Discover and AMEX. 
· Privacy:

· Look at EU Safe Harbor practices if customer plans to take personal data from the US – because the customer, not the vendor, could be held liable

· vendor may want to use customer statistics and analytics in reports that are sold – this may be contrary to privacy policy. Check privacy policies and control use. Require aggregation at a minimum. This is a new revenue model that is potentially contrary to your interests. 

· Be careful with language about their rights to use our PII, especially in a bankruptcy or acquisition, where the PII is often a substantial asset. The new owner may not be required to comply with your privacy policy.

Annotated Cloud Customers' Bill of Rights from InfoLaw Group (http://www.infolawgroup.com/2010/10/articles/cloud-computing-1/cloud-computing-customers-bill-of-rights/)

The following provisions (explained in more detail below) make up the Cloud Customer’s Bill of Rights:

Article I – Data Location Transparency
Cloud service providers shall reveal the physical location of the servers that will be processing their cloud customers’ data, and shall provide reasonable advance notice if those physical locations change; cloud service providers shall coordinate with their customers to assure compliance with local laws and any applicable restrictions on the transfer of certain categories of data from one jurisdiction to another.
Comments: The bottom line for this right is that in this day and age, for better or worse, the nature of the data and the physical location of its processing dictate legal obligations of cloud customers. Transborder data flow issues are not new, but they are magnified in the cloud context where the free flow of data across borders may be the norm (and this free flow will only increase as the “Intercloud” arises and data processing begins to behave more like electricity).

The classic example is the EU Data Protection Directive. A company that moves data made up of personal information of EU residents outside of the EU to certain countries (like the U.S.) risks a violation of EU law. In addition, the recent privacy law passed by the Canadian province of Alberta prohibits the transfer of Canadian personal information outside of Canada without providing certain notices to the data subject. Another example is the desire for some entities to avoid having their data processed on U.S. soil because of the USA Patriot Act. The processing of data in an unexpected country might also generally implicate jurisdictional issues over a particular cloud customer. Finally, in another twist, having to disclose certain data that is subject to a discovery request could run afoul of privacy laws in certain jurisdictions -- forcing the cloud customer to choose between violating the law and losing their lawsuit if they don't produce the evidence.

Cloud service providers that fail or refuse to reveal where their customers’ data is being processed risk exposing their customers to significant regulatory and legal risk. Unfortunately there are some providers that simply to refuse to provide this information (either because they don’t want to, or perhaps because they don’t know or can’t keep track of where data is being processed). Other cloud providers are more sensitive to this issue and will actually contractually agree that their customers’ data will be processed only in certain countries or locations. Nonetheless, for cloud customers to truly understand the legal risk of the Cloud, they need this information.

Article II -- Security Transparency
Cloud service providers shall provide full information and access to documentation concerning their security policies and measures, including the ability for cloud customers to conduct periodic security assessments and obtain relevant security-related information and documents from the service provider; this information and documentation should address data integrity and availability as well as the confidentiality of customer data.
Comments: Cloud customers may be ultimately liable for security breaches suffered by their cloud service providers. Moreover, cloud customers may have legal obligations to maintain certain security measures. These obligations do not disappear just because a customer’s data is being processed by a cloud service provider. Yet, in many cloud transactions, getting good information about security can be very difficult. While many cloud service providers are willing to provide SAS70 reports, if not tied to established data security standards such as ISO 27002, these reports may provide only a limited picture of security (and often the picture limited to that which the provider desires to reveal). Unless the cloud customer is a large entity (and even then), most cloud providers will not allow for an independent security assessment by the customer. Moreover, in long term relationships, a cloud provider’s security stance may change. Even if in-depth information is provided at the outset of a cloud relationship, if security is not allowed to be revisited, cloud customers may be at risk. Similar to the data location issue, this can result in very unpleasant surprises in the form of security breaches, lawsuits and regulatory actions. As such, from the cloud customer point of view, transparency around a cloud provider’s security is of paramount importance.

Article III -- Subcontractor Transparency
Cloud service providers shall provide cloud customers with notice as to which third parties will have the ability to access customer’s data and for what purposes, including subcontractors, subcontractors of subcontractors and so on.
Comments: It is not an uncommon for cloud customers to discover that the cloud service provider with whom they are entering into an agreement is not the sole entity that will be processing their data. The classic example is a SaaS running on a third party cloud. These relationships may be more attenuated than meets the eye as there may be third and fourth levels of cloud providers processing customer data, and the cloud customer may have no idea who is actually handling their data. Even if a cloud provider has revealed its subcontractors at the outset, it is not unusual for a cloud provider to switch subcontractors in the middle of a contract term. From the cloud customer’s point of view it is important to know exactly who will have access to its data, and whether those entities pose additional risk. Unfortunately, these subcontracting relationships may not be revealed up front by cloud providers, and are even less likely to revealed in the middle of a cloud relationship. Rather, many cloud contracts contain clauses that provide the service provider with the right to use third parties, or are silent on the issue. As such, some cloud customers may want to impose certain contract conditions to govern the use of subcontractors.

Article IV -- Subcontractor Due Diligence and Contractual Obligations
Cloud service providers shall conduct reasonable due diligence and security assessments of subcontractors or other third parties that will have access to customers’ data or systems, and shall enter into contracts with such third parties that hold those third parties to substantially similar obligations as in their cloud agreements with their customers; cloud service providers shall manage and similarly limit the ability of their subcontractors to utilize other subcontractors.
Comments: As a corollary to Article III above, to the extent that cloud providers do utilize subcontractors to process their customers’ information, a proper vetting of those subcontractors is appropriate, as well as certain contractual obligations. The providers’ due diligence should include not only data security and privacy assessments of their subcontractors, but also more generally ensuring that their subcontractors are capable of carrying out the promises made by the cloud providers to their customers. This due diligence should be buttressed by contractual obligations imposed on subcontractors that match those made by the cloud provider to its customers. Finally, both for their own protection and the protection of their customers, cloud providers need to worry about and limit their subcontractors’ ability to use subcontractors further down the line.

Article V – Customer Data Ownership and Use Limited to Services
Cloud customers shall have the right to solely “own” the data they put into a cloud service provider’s cloud, and cloud service providers shall use their customers’ information solely for the purposes of providing services to the customer, unless otherwise explicitly agreed.
Comments: Certain types of data flowing through cloud providers’ systems is extremely valuable (e.g. personal information of users) and there may be some temptation to use or exploit this data (or perhaps it is part of their business plan). Customers will expect that their cloud providers acknowledge that the customers are the sole owners of that data relative to the providers, and that the data should only be used to provide services to the cloud customer. In fact, this was one of the key requirements of the City of Los Angeles when it agreed to use Google cloud services. If service providers are going to use data beyond the purpose of providing services, prior notice to their customers should be provided. Service providers that do use their customers' data beyond primary purposes risk hurting their customers’ relationships with their clients and customers, and risk rendering their customers in violation of their privacy policies or data privacy laws.

Article VI – Response to Legal Process
Cloud service providers shall provide notice (within hours, not days) of the service of any subpoena or other legal process seeking their customers’ data, and shall assist and cooperate with their customers in responding to such legal process.
Comments: The ability of a cloud customer to understand when the government is seeking their data is crucial for managing legal risk. If a cloud service provider sits on a subpoena or other legal process it could harm the target customer, and hamper its ability to adequately respond to such a request and develop legal positions. Cloud service providers should develop a process for promptly dealing with these requests and providing notice to their customers. In the cloud context, with data potentially distributed across multiple geographically distant data centers, developing an efficient process and information flow may be challenging.

Article VII -- Data Retention and Access
Cloud service providers shall reveal their data search, retention and destruction practices to their cloud customers; and shall develop and enable data search, retention and destruction capabilities in order to allow their customers to implement their own data retention programs, efficiently effectuate litigation holds, and locate, collect and preserve relevant data, including metadata; cloud service providers shall build in processes and controls that allow for the efficient authentication of data (e.g. accurate time-stamping; metadata; chain-of-custody indicators, etc.).
Comments: Most sophisticated organizations have data retention policies and procedures in place for executing a litigation hold and preserving data. Implementing these policies and procedures internally can be a challenge, and that challenge is magnified significantly in a cloud environments where the customer must rely on a third party, the flow of data is very fluid, and data may be intertwined with the data of multiple cloud customers.  In an environment where proper eDiscovery and electronic evidence practices can make or break a lawsuit, the search, retention and preservation capabilities of a cloud provider are very important. Cloud customers will be seeking to ensure their own internal policies can be followed in their cloud provider’s environment.  On the front end,  this requires transparency and the availability of technologies that enable the efficient identification, collection and preservation of data. On the back-end, service providers will be expected to cooperate with and assist their customers with obtaining electronic evidence and responding to electronic discovery requests. As discussed with respect to Article VIII, this may be tricky in the cloud context, especially when it comes to a cloud customer's desire for an independent forensic investigation.

Article VIII -- Incident Response
In the event a cloud provider suffers a security breach, Cloud providers shall provide prompt notice of the security breach to their affected cloud customers, shall coordinate, cooperate and assist their customers with the investigation, containment and mitigation of the breach, and shall allow their cloud customers to conduct their own forensic assessment and investigation of the security breach.
Comments: Similar to issues around litigation holds and data preservation, cooperation and coordination is crucial when a cloud service provider suffers a security breach. Again, it is the service provider’s customers whose business will suffer due to a breach, especially if procedures are not in place for the containment and mitigation of a breach. This again requires service providers to provide transparency as to their internal incident response processes so that cloud customers can ensure that their own internal incident response policies match up. Also of significance is the ability of cloud customers to access their service provider’s facilities and systems in order to conduct their own forensic security assessment. This is important not only for data preservation, but also for substantive defense issues. Cloud customers need to be able to conduct such assessments to determine what went wrong, whether any laws may have been violated, the defenses that may be available to the company, and who was responsible for the breach. On the latter question, in some cases it may be the service provider who was at fault, which makes getting access an interesting proposition. Moreover, the multi-tenancy nature of cloud computing also poses challenges: some cloud providers claim that independent forensic assessment is not possible because it could expose the data of the provider’s other customers and potentially result in a violation of a non-disclosure agreement. Needless to say this is a very trick issue.

Article IX – Indemnification and Limits of Liability
Cloud service providers shall engage their customers in meaningful discussions and negotiations around indemnification and limitations of liability arising of security breaches, including consideration of exceptions to limits of liability for security breaches suffered by the cloud service providers.

Comments: The reality on this “right” is that for “commoditized” cloud service arrangements there will often be no or very limited negotiation on terms (terms will often be reduced to clicking “I agree” on a website). However, in other cloud service transactions, where the parties are on more equal ground in terms of bargaining power, these terms are and should be up for negotiation and debate.

From the customer perspective, it is ceding control of some of its most precious assets: its ability to provide its goods or services, and its data. When a customer suffers a breach internally its incentives are to mitigate the breach and potential adverse consequences to the organization. In the cloud context the service provider’s interests may not be aligned with those goals (in fact, to the extent the service provider was at fault, its interests may run counter to its customers'). Service providers, may choose to put their own considerations very high up. Also to the extent a breach involves multiple cloud customers, cloud service providers may also favor the interest of particular customers over others. This lack of control and reliance on the providers justifies serious consideration of indemnification clauses, consequential damages disclaimers and limitations of liabilities. In some cases, service providers may provide higher limits of liability (or even no limits of liability) for confidentiality breaches or security breaches.

Letter of Intent:
Non-binding LOI Language: 

Sample 1: The intent of this document (the “Term Sheet”) is to describe, for negotiation purposes only, some key terms of a proposed agreement between Distributor and Content Provider. This document is not intended to be a binding agreement between Distributor and Content Provider with respect to the subject matter hereof.  A binding agreement will not occur unless and until all necessary corporate approvals have been obtained and the parties have negotiated, approved, executed and delivered the appropriate definitive agreements.  Until execution and delivery of such definitive agreement(s) both parties shall have the absolute right to terminate all negotiations for any reason.  

Sample Language 2:  This letter shall not constitute a formal and binding agreement.  This letter summarizes our present understanding of our discussions regarding the terms and conditions of the proposed transaction and we anticipate that any agreement that is negotiated between us with respect to this transaction will be generally consistent with the foregoing.  Neither of us intend to enter, nor have we entered into any agreement to negotiate a definitive agreement.  Either party may, at any time prior to execution of a definitive agreement, propose different terms from those set forth above, or unilaterally terminate negotiations without any liability to the other party.

 
Each of us shall be solely responsible for our own respective fees and costs incurred relating to this letter and negotiating an agreement.  Neither of us shall be responsible for the fees and costs of the other party if we are unable to reach agreement.

Sample Language 3: This letter shall not constitute a formal and binding agreement. This letter reflects the present understanding between Party A and Party B regarding the terms and conditions of the proposed transaction, and the parties hereto expect that the definitive agreement that is negotiated between them with respect to this transaction will be generally consistent with the provisions of this letter. This letter shall not, however, create any legal rights or obligations between Party A and Party B. It is intended that all legal rights and obligations between the parties will come into existence only when a definitive purchase agreement is signed and delivered by Party A and Party B. The legal rights and obligations of each shall then be only those that are set forth in the definitive agreement between us.

Enforceability of Shrinkwrap and Clickwrap Agreements:
The type of User Agreement at issue here is often called a "clickwrap" agreement. See Specht v. Netscape Communications Corp., 306 F.3d 17, 22 n.4 (2d Cir. 2002) (explaining "[t]his kind of online software license agreement has come to be known as 'clickwrap' (by analogy to 'shrinkwrap,' used in the licensing of tangible forms of software sold in packages) because it "presents the user with a message on his or her computer screen, requiring that the user manifest his or her assent to the terms of the license agreement by clicking on an icon. The product cannot be obtained or used unless and until the icon is clicked."). These agreements have routinely been upheld. See Guadagno v. E*Trade Bank, 592 F. Supp. 2d 1263, 1271 (C.D. Cal. 2008) (explaining that a party may be bound by a 'clickwrap' agreement if the terms are clear and acceptance is unambiguous, regardless of whether he actually reads them); see alsoInter-Mark USA, Inc. v. Intuit, Inc., No. c-07-04178, 2008 U.S. Dist. LEXIS 18834, 2008 WL 552482, *9 (N.D. Cal. Feb. 27, 2008)(dismissing complaint based upon Software  [*30] License Agreement and noting that, in addressing whether 'clickwrap' agreements are valid, courts apply "traditional principles of contract law and focus on whether the plaintiff had reasonable notice of and manifested assent to the 'clickwrap' agreement").

Clickthrough Agreement With Acknowledgement Checkbox Enforced--Scherillo v. Dun & Bradstreet

By Eric Goldman

Scherillo v. Dun & Bradstreet, Inc., 2010 WL 537805 (E.D.N.Y. Feb. 17, 2010)

Best Practice for Click-through Agreements (adapted from Prof. Eric Goldman of Santa Clara):
* mandatory = the user is unable to proceed without going through a web page that requires their assent to the user agreement.
* non-leaky = there are no alternative ways the user can reach the destination. For example, if an application .exe file available on the website where there is not a formal click-through process for the terms?

* clickthrough = the user manifests assent to the contract by clicking, and the user is told that the click signifies assent.

* check-box = the user is asked to check or tick an empty box that is next to the “I have read and agree to the Terms and Conditions” – and the user can not go further unless the box is checked. 

* scroll-through requirement = the user must scroll to the end of the contract in order to click the “I Agree” button. This is overkill, but is a good practice if you can technically arrange this.

* access to the contract (mobile) = particularly with mobile phone click-through agreements, it might be wise to offer the ability for the user to have the agreement emailed to the user – preferably before assent is given. Some mobile Terms of Use can be 75 pages on a small handset. 

* no pop-up out of the application (mobile): it is a better user experience, and arguably more enforceable if the user is not forced out of the application to a webpage, and then has to reopen the application to continue. 
Recent Google case on the enforceability of Click-wrap agreements and the form selection clauses:
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Indemnification Process. You should maximize control over whether you procure rights to the infringing IP or provide a viable work around without allowing the other side to terminate. You should trigger these rights only if there is an injunction, not something that may happen. If the agreement must be terminated, then limit the amount of refundable fees and make the termination the exclusive remedy. 





Indemnification Exceptions. You will also want to aggressively add to the list of exceptions to the indemnification obligations. It is often easier to pare back liability here, than in the actual indemnification language. 





Indemnification Language of Indemnitor’s Obligations. If there is unlimited indemnification liability in the LoL above, then use the language in the Indemnification Cheat Sheet to dial down the obligations, where possible.
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� Exclusivity. Each of the basic license rights (i.e. the right to use (quasi right), reproduce, modify and distribute) may be granted on an exclusive or non-exclusive basis. Exclusivity means the ability of the licensee to exercise such rights at the exclusion of all others, including the licensor. Where the licensor grants to the licensee the exclusive right to distribute software, the licensor might consider making the exclusivity conditioned on minimum royalties or selling efforts by the licensee (e.g. best efforts). The conditions may be an important means of ensuring that the licensor realizes a return on its investment in the software, since no other party but the licensee may sell the software. Other business considerations include the scope of the exclusivity (e.g., territory, duration, applications and fields of use) and any residual rights allowing licensor to continue to use the software. In addition, the licensee may desire to include in the license agreement measures to help protect the licensor's intellectual property from being invalidated or infringed as a means of protecting licensee's exclusive rights. These measures may include the right of the licensee to take actions to prosecute and maintain licensor's intellectual property rights and the right to sue others for infringement of the licensor's intellectual property rights.





� Non-transferable. Federal law considers that license is presumed to be non-assignable and nontransferable in the absence of “express provisions to the contrary. This is because any entity desiring to acquire a license could approach either the original inventor or one of the inventor’s licensees. Absent a federal rule of decision, state law would transform every licensee into a potential competitor with the patent or copyright holder. When Alcan Ohio merged with Alcan Texas, the license granted by Cincom solely to Alcan Ohio transferred to the surviving corporation, now known as Novelis. Because Novelis did not abide by the express terms of Cincom’s license and gain Cincom’s prior written approval, Novelis infringed Cincom’s copyright.” Cincom Sys v. Novelis.





� Royalty-free license requires payments. It doesn’t mean license is for free. There could be fixe payments. But a “royalty” generally means it has to pay on a usage basis.





� Irrevocable. An irrevocable license is most often understood as a license that cannot be terminated under any circumstances, including for breach of the license itself by the licensee. The licensor's remedy for such breach would be limited to damages – and not the ability to terminate the license. Unlike the term perpetual, the term "irrevocable" relates to a limitation on the remedies upon breach of the license agreement and not as to the duration of the license. For example, a license may be irrevocable for a specific amount of time or upon the achievement of certain conditions precedent. Where software is critical to the operation of a licensee's business, the licensee might have a strong incentive to require that a license is irrevocable. Conversely, the right to revoke a license may be a licensor's only significant means of ensuring that a licensee complies with the license agreement (particularly where the prospect of suing for damages in court is unappealing).





� Perpetual. The term "perpetual" generally refers to a license of unlimited duration. However, for most practical purposes, the duration of a perpetual license is limited to the duration of the licensor's rights in the intellectual property underlying the software. The licensee might consider verifying the extent of such underlying intellectual property as a means of determining the practical duration for which the licensee can rely on the license for its business purposes. The licensor and licensee should also distinguish a perpetual license from a license that can be terminated at-will by the licensor.





� Sublicensable. Each of the basic license rights may be sublicensed by the licensee, if the license so permits. The licensor and licensee should specify the specific right that is sublicensable. For example, the licensee may want to sublicense the right to modify software so a third party contractor can perform modifications, while the licensor desires that only the licensee be allowed to use and distribute such modified software. The licensor might also consider placing restrictions on the right to sublicense, such as reasonable approval of the sublicensees, provisions allowing the licensor to sue the sublicensee directly for breach and confidentiality and other restrictions on the sublicensee. Sublicensing is often confused with the right to distribute. Distribution rights allow licensee to hand our COPIES, not transfer rights.





� Reproduce. The right to "reproduce" or copy is often meant to support the other uses of the software granted under the license. For example, if software is to be used internally, the right to reproduce is often limited to making the number of copies necessary for the number of users of the software and for archival purposes. This would be in contrast to reproducing software for the purpose of further distribution. 





More notes: “Use” rights are quasi rights because they do not exist under the copyright statute. However, it is custom to include it. So be careful to detail any of the rights that are not provided under the license agreement.                               





� Distribute. The right to "distribute" may include the right to market, promote, offer for sale and sell software, and the licensor and licensee should be specific as to which of these rights are being licensed. The licensor and licensee should also consider any applicable limitations to the licensee's right to distribute, such as whether the software may be distributed as a stand-alone product or as a bundled product, territorial and pricing restrictions, and liability for the software in relation to end-users of the software. �HYPERLINK "http://www.scsc.org/resources/licensingterminology.html"�http://www.scsc.org/resources/licensingterminology.html�


� Public display is the right to show copies in public. Website is arguably public display.


� Public performance is also arguably on a website.





� Use. The right to "use" is essentially the right to operate software. Where the licensee has a particular purpose for the software, the term "use" should be coupled with that purpose. For example, if the software is intended to be used internally to manage the licensee's business, the license should so state. The parties may also consider the applicability of limiting the right to "use" to a specific location or to a specific number of users or seats, or as to the type and number of transactions.





� Modify. The right to "modify" software is, as with the right to reproduce, often intended to support the uses of the software being licensed. The right to modify should be limited to the purpose for which the licensee will modify the software. For example, the right to modify may simply be related to modifying a particular application to work with the licensee's operating systems, or may, in contrast, relate to the research and development of improved software. Other considerations might include access to the source code underlying the software, determining which party owns the modifications, and the relative rights of the parties to use the modifications.


� Termination.  Notwithstanding the foregoing, this Agreement may be terminated by either party immediately upon written notice to the other party  (a) if the other party breaches any warranty, representation, covenant or obligation under this Agreement and fails to cure such breach within thirty (30) calendar days of receiving written notice of the breach from the non-breaching party


� Note: this makes infringement claim a breach of the agreement. However, the remedy for infringement of technology could be limited to the license or modify options to continue providing the services in a non-infringing way. The buyer is impacted if there is an injunction, however. So that may be considered a warranty that their use of the IP will not be enjoined. It also gives more weight to the indemnification section because – in addition to indemnification obligations which likely survive the term of the agreements – there is a right to terminate as well. IP infringement should not, by itself, create a material breach of the agreement. The way to argue against this to say that there are millions of claims out there and you can’t represent your technology does not infringe on any of them. “We would be potentially breaching the agreement upon signature.” Then the other side may say they are okay with a qualification “to the best of our knowledge, our IP does not infringe.” This might be okay as a representation, but be careful with it as a warranty because once you do infringe, this section could come back at you.


� Are the words “indemnify” and “hold harmless” synonymous? No. One is offensive and the other is defensive-even though both contemplate third-party liability situations. “Indemnify” is an offensive right-a sword-allowing an indemnitee to seek indemnification. “Hold harmless” is defensive: The right not to be bothered by the other party itself seeking indemnification.�Queen Villas Homeowners Ass'n v. TCB Property Management  149 Cal.App.4th 1, *9, 56 Cal.Rptr.3d 528, **534 (Cal.App. 4 Dist.,2007)[Note: this is a CA case that treats indemnify and hold harmless as separate – most other courts treat as same


 


 


The Court notes that “save harmless” and “hold harmless” are synonymous with “indemnify” and thus signify no separate duties. Henthorne v. Legacy Healthcare, Inc., 764 N.E.2d 751, 756-57 (Ind.App.Ct.2002) (citations omitted). Accordingly, because the duty to indemnify is not at issue here, the Court need not address the duty to “hold harmless.” However, the duty to defend is a duty independent of the duty to indemnify against loss or liability, id. at 757 (citing Ozinga Transp. Sys., Inc. v. Mich. Ash Sales, Inc., 676 N.E.2d 379, 388 (Ind.App.Ct.1997), and thus the duty to defend is properly before the Court.�Paniaguas v. Aldon Companies, Inc.  2006 WL 2788585, *5 (N.D.Ind.) (N.D.Ind.,2006)


 


 


The term “hold harmless” is synonymous with the word “indemnify.” BRYAN A. GARNER, A DICTIONARY OF MODERN LEGAL USAGE 436 (2d ed.1995). Accordingly, a hold harmless agreement is nothing more or less than an indemnity agreement. Pinney v. Tarpley, 686 S.W.2d 574, 579 (Tenn.Ct.App.1984). The concept of indemnity involves the shifting of the entire burden of liability from one person to another. The right of indemnity refers to a party's right to be protected from or to be compensated for a loss resulting from a legal action taken against the party by another.�Long v. McAllister-Long  221 S.W.3d 1, *10 (Tenn.Ct.App.,2006)


 


 Wachovia and other bank lenders also contend that they have the necessary contractual entitlement because in some or all of the agreements, each borrower must indemnify the bank lenders against all losses and damages incurred in connection with the bank lenders entering into and performing under the credit agreements.FN39 The Court is not persuaded. The key word there is “indemnify,” which has long been held to be synonymous with “hold harmless,” FN40 and which has been variously defined as “[t]o restore the victim of a loss, in whole or in part, by payment, repair, or replacement,” FN41 or “to make good a loss that someone has suffered because of another's act or default.” FN42 Indemnification provisions give rise to restitutionary rights, and are not back-door means to get the benefit of one's bargain.


FN39. Id. at 81.


FN40. Bryan A. Garner, A Dictionary of Modern Legal Usage 436 (2d ed.1995) (“ Garner”).


FN41. Black's Law Dictionary 769 (6th ed.1990) (emphasis added). It continues with other definitions, to the same effect, several of which use the words “save harmless” and “reimbursement.” Id.


FN42. Garner at 436.


In re Adelphia Communications Corp.  342 B.R. 142, *155 (Bkrtcy.S.D.N.Y.,2006)


 


Lastly, IES argues section 5.12 entitled, “Indemnity to Company,” precludes liability for breach of any duty to warn the Pearsons of the dangers inherent with using its gas. Section 5.12 states:


Customer shall indemnify, hold harmless and defend company against all claims, demands, costs or expenses for injury to persons or loss or damage to property, in any manner directly or indirectly connected with, or growing out of the distribution or use of gas service by customer at or on customer's side of the point of delivery.


The common meaning of “indemnify” is “to reimburse (another) for a loss suffered because of a third party's or one's own act or default.” Black's Law Dictionary 783-84 (8th ed.2004). “Hold harmless” is synonymous with “indemnify.” Id. at 749. IES's use of these words clearly indicates the intent of section 5.12 was to protect IES from claims brought by third parties, not those of a customer. See Wallerstein v. Spirt, 8 S.W.3d 774, 779-80 (Tex.Ct.App.1999) (discussing the characteristics of an indemnity agreement). Therefore, section 5.12 does not shield IES from liability for its failure to warn the Pearsons of the dangers inherent with using its gas.


Estate of Pearson ex rel. Latta v. Interstate Power and Light Co.  700 N.W.2d 333, *344 -345 (Iowa,2005)


 


 


 


The indemnity agreement here omitted serial commas between key verbs imposing duties but is still intelligible: Sunshine Rehab “agrees to save defend indemnify an [sic] hold [Legacy Healthcare] harmless of and from any and all liability, loss, cost or expenses.” Appellant's App. at 61 (emphasis in original). “Save harmless” and “hold harmless” are synonymous with “indemnify” and thus signify no separate duties. See Bryan A. Garner, A Dictionary of Modern Legal Usage 436 (2d ed.1995) (citing *757 Brentnal v. Holmes, 1 Root (Conn.) 291, 1 Am. Dec. 44, 1791 WL 252 (1791)). However, the duty to defend is a duty independent of the duty to indemnify against loss or liability. See Ozinga Transp. Sys., Inc. v. Mich. Ash Sales, Inc., 676 N.E.2d 379, 388 (Ind.Ct.App.1997) (holding that the indemnity contract required indemnitor to “defend and indemnify” the indemnitee, and remanding to the trial court for further proceedings on the indemnification claim and for calculation of indemnitee's costs in defending the action), trans. denied; cf. Seymour Mfg. Co. v. Commercial Union Ins. Co., 665 N.E.2d 891, 892 (Ind.1996) (reviewing an insurance contract and beginning with the principle that the duty to defend is broader than the duty to indemnify). According to general principles of contract interpretation, then, there appear to be two main duties contained in this indemnity clause: 1) Sunshine Rehab promised to indemnify Legacy Healthcare for liability or loss to a third party where Sunshine Rehab bears responsibility for that liability or loss; and 2) Sunshine Rehab promised to defend Legacy Healthcare from liability to a third party where Sunshine Rehab bears responsibility for the injury leading to that liability.�Henthorne v. Legacy Healthcare, Inc.  764 N.E.2d 751, *756 -757 (Ind.App.,2002)


  


However, Oxy relies on the provision of Paragraph 4 that users of the premises or property of Oxy shall “indemnify and/or hold harmless OCCIDENTAL ... for/from any and all claims, expenses, costs, causes of action, liabilities, losses or damages of any nature whatsoever ... from whatsoever cause, including any damage caused to OCCIDENTAL's premises or property” by the Southern Sun. This Paragraph is obviously directed to indemnification rather than exemption from liability but Oxy contends that the use of the conjunction “and/or” preceding “hold harmless” makes it more than an alternative or synonym and adds exemption from liability to the indemnification provisions of the paragraph. Sun argues that “hold harmless” has never had any meaning other than as a synonym for “indemnify; ” the cases support its contention that “and/or hold harmless” results from the excess caution of a scrivener of the document. When construed against the proferens, as the law requires in the case of ambiguity, there is no justification for interpreting “and/or hold harmless” as *65 anything other than a synonym for “indemnify.”


Complaint of Sun Schiffahrts G.m.b.H. & Co., K.G.  608 F.Supp. 51, *64 -65 (�HYPERLINK "http://D.C.Pa" \t "_blank"�D.C.Pa�.,1984)





� Commonwealth Marketing Group v. IMG Assocs.: CMG was sued by Gordon, a spam plaintiff, for emails sent by IMG on behalf of CMG. IMG was providing marketing services to CMG. CMG invoked indemnification from IMG based on: “IMG shall indemnify, defend (with legal counsel reasonably acceptable to [IMG]) and hold CMG . . . harmless at all times after the Effective Date of this Agreement, from and against and in respect of, any liability, claim, deficiency, loss, damage, penalty, or injury . . . suffered or incurred by CMG . . . arising from …, (iii) any breach by IMG . . . of the CAN-SPAM Act of 2003 . .” The court th rew out Gordon’s case, and IMG said they didn’t breach CAN-SPAM, and therefore didn’t need to indemnify. The court held that the “duty to defend arose when Mr. Gordon alleged statutory violations of the CAN-SPAM Act” – so IMG owed $180,000 for CMG’s defense. 


� (except to the extent such Liabilities arise out of or in connection with Company B’s modifications not performed at the direction of Company A, Company B Property, or Company A’s compliance with a Company B specification or a combination with other materials and services not provided by Company A)


� Sample pro-Licensor language:��“License. Subject to the terms and conditions herein, Licensor hereby grants to Licensee a limited, revocable, non-exclusive, non-transferable license to use the software listed on the first page hereof (the “Software”) for Licensee’s own internal business uses at the localities identified on the first page hereof, together with the associated manual and other related printed material (“Documentation”) provided with this package for the term indicate don the first page hereof. The fees for the license hereunder are set forth on the first page hereof.”





� Sample pro-Licensor language:��“Prohibited Uses. Licensee may not (a) make copies of the Software, Documentation or program disks, except for back-up proposes, which back-up copies are subject to the terms of this Agreement; (b) re-sell, loan, rent, pledge, assign, sub-license or otherwise transfer the Software, Documentation , or any related data, except as provided above; (c) alter, modify or adapt the Software of Documentation, including, but not limited to, translating, reverse engineering, decompiling, disassembling or creating derivative works; (d) utilize the Software in conjunction with any automated valuation software system, or (e) use the Software for commercial time-sharing, rental, or service bureau use.”





� Sample pro-Licensor provision:��“Payment and Taxes. All fees and other charges stated herein are due and payable within fifteen (15) days after the date of invoice. A charge of no more than one and one-half percent (1-1/2%) per month will be assessed on the late payments until paid in full. Amounts payable to Licensor as specified are payable in full to Licensor without deduction and are net of taxes; in addition to such amount, Licensee shall pay sums equal to all taxes (including, without limitation, sales, use privilege, ad valorem or excise taxes) however designated, levied or based on amounts payable to Licensor under this Agreement or on Licensee’s use or possession of the Software and/or Documentation under this Agreement, but exclusive of United States federal, state and local taxes based on Licensor’s net income.”





� Sample pro-Licensor provision:��“Limited Warranty. The sole warranty regarding the Software and Documentation is that the original disks (or CD-ROMs) are free from physical defects in material and workmanship, assuming proper use, for a period of thirty (30) days after delivery, and provided Licensee returns the item within thirty (30) days of delivery. Licensor will either, at its discretion, (I) replace the defective media or Documentation or (ii) refund the license fee paid for the defective disks. These are the Licensee’s sole remedies for any breach of any representation or warranty.”





� Sample pre-Licensor provision:��“Nondisclosure. The Software and the Documentation are agreed to be Licensor’s proprietary information, intellectual property and trade secrets, whether or not any portion thereof is or may be validly copyrighted or patented. Licensee shall take all reasonable steps necessary to ensure that the Software and Documentation, and any portion thereof, are not made available or disclosed by Licensee or by any of its employees to any other person, form or corporation. Licensee agrees that all those individuals having access to the Software under this Agreement shall observe and perform this nondisclosure covenant, and that, upon Licensor’s reasonable request, it will advise Licensor of the procedures employed for this propose.”





� Sample pro-Licensor provisions:��“Termination. This license and Licensee’s right to use the Software and Documentation automatically terminates if it fails to comply with any provision of this Agreement. Upon termination. Licensee shall immediately return all Documentation and the Software.”��“Survival. Termination of this Agreement shall not affect any of Licensor’s right, remedies, and protections hereunder.”
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