Commercializing a University Technology

Working with a university is an exciting chance to build value around a new technology in an energized and nimble business environment. It is also a complex process where the needs and constraints of very different individuals and entities intersect and potentially conflict. It is the task of university technology transfer offices (“TTOs” and sometimes “Offices of Technology Commercialization” or “Development” or “Licensing”) to work with entrepreneurs like you as well as inventors and financial investors to resolve these conflicts by identifying the disparate requirements and finding ways to meet at least the minimum needs of everyone involved in order to complete a deal. This task is neither simple nor rapid, but can be made easier if you understand the procedure from the university’s point of view.

Any university, public or private, is a non-profit institution with a mission to educate and conduct basic scientific research. While they do not make or sell commercial products, most major research institutions will have a TTO dedicated to the commercialization of the intellectual products of their research. Usually, they enter into license agreements with for-profit companies that, in turn, develop the product and then make (or have made) the products or provide the services to their consumers. The TTOs are staffed with professionals with backgrounds in technology, business, and law, allowing them to grasp the principles behind the invention and its commercial application. They are usually responsible for managing inventions in specific technical areas such as “life sciences” (biotechnology, drug compounds, vaccines, etc.), “physical sciences” (computers, information technology, analytical chemistry, etc.), “software,” and others. You will be negotiating the license agreement with one of these professionals.

Most TTOs at U.S. universities were created in response to the Patent and Trademark Law Amendment Act, commonly referred to as the Bayh-Dole Act of 1980. In this legislation and the implementation and codes of regulation that followed, universities were granted the right to hold ownership of patents on inventions arising from federally-funded research. In return for this ownership, universities were required to follow certain reporting procedures and further charged with the commercialization of those technologies.

A comprehensive explanation of the Bayh-Dole Act and the relationships between universities and for-profit companies can be found at:

http://www.cogr.edu/docs/Bayh_Dole.pdf and http://www.autm.net/aboutTT/aboutTT_bayhDoleAct.cfm
In order to manage these activities in a coordinated fashion, universities created TTOs within their Offices of Research. Each of these offices has procedures for working with start-up companies. These procedures may be more or less interactive with you depending on the desires and policies of that particular institution. All institutions, however, hope to build constructive, productive, and long-term relationships with companies to further the goals of both parties. You should contact the appropriate TTO(s) as early as possible as you explore your business plans.

Universities are properly seen as the first investor in the new company—the technology is the heart of the new enterprise, and comprises a legal asset that is worth real money to the university. By entrusting it to your company, they are betting that you have what it takes to make and sell products or provide services that rely on that technology. By selecting your start-up company, the university is giving up the opportunity to license the technology to an existing company that may be able to devote more cash or resources to the project. If your company should fail, the university still owns the technology and will be the “last man standing” after the management and financial investors leave the scene. While the university wants to give you the strongest possible chance of success, the TTO will need to discuss and include in the license agreement certain terms that dwell on this unfortunate possibility. By doing so, the university is not displaying any lack of faith in your abilities. A university’s obligations under the Bayh-Dole Act don’t end with your company; it has to ensure that its technology can be recovered and re-licensed.

One of the most important documents you can provide to the TTO during their due diligence period is your Business Plan. This document lays out in clear detail your intentions for the technology and what resources you will employ to ensure its commercialization. Sharing your Business Plan is necessary whenever venture capital or angel investors decide whether to entrust you with their cash, and a university should be expected to exercise the same level of responsibility when it researches the investment of its technology.

In order to comply with its Bayh-Dole obligations and to ensure that your company does its best to commercialize the technology, the university will set out milestones for the development of the technology in your license agreement. If the milestones aren’t reached, then the company shall be considered to be in breach of the agreement. In such a case, the university will have the right to terminate the relationship and license the technology elsewhere, or perhaps to convert the exclusive license to a non-exclusive license, or to pursue other forms of redress. These milestones will not be arbitrary. Instead, they will be based on your intentions for the technology as described in the Business Plan. Often some leeway is allowed to the company in the estimates of time and money necessary. For example, if the Business Plan specifies that a manufacturing-ready prototype will be produced in 18 months and $200,000 in net sales will be obtained by the end of 36 months, the milestones may specify that the prototype must be finished by 24 months and only $100,000 in sales are necessary by the end of 36 months. But if the Business Plan’s estimates need to be heavily adjusted before you can accept them as milestones, then the plan itself needs to be revised before a license can be finalized.

Since a university’s best interests are served if your company succeeds, they try to strike a deal with reasonable terms. There are reasons for each of those terms, whether they are mandated by federal law, required by university policy, or are considered to be necessary to give the technology the best chance to reach the customer.

Similarly, major research universities no longer believe that their license revenue is going to support their endowments or obviate tuition increases or otherwise bring in huge amounts of money. The most successful licenses do generate millions of dollars annually to their licensors, but by far most TTOs spend more to create licenses than they receive in payments. So again, there is no motive for a university to pump up its royalty or equity rates just to maximize revenue. TTOs strive for a fair level of compensation from the licensee for the right to use the technology. (What level is “fair” is, of course, negotiable.)

Universities will almost never sell your company their patent rights or copyrights, but they will license those rights in exchange for consideration which may include an up-front license fee, royalties on net sales of products or services, minimum annual royalties, or milestone payments (cash paid as the technology reaches developmental stages that reduce the inherent risk in the final product). The university may also take equity in your company in lieu of the up-front payment, to reduce the financial burden on your cash flow in the critical early years. The amount and schedule of such payments, and whether equity will be taken, differs from one university to the next. Remember that the technology belongs to the university, and until you have a signed license agreement you may not make, use, sell, or offer to sell university inventions.

University technology is almost always best described as “very early stage.” Usually the “proof of concept” has been established, but sometimes only in theory, and rarely does a prototype exist that bears any resemblance to what will finally be manufactured. Substantial development usually needs to take place before a commercial product can truly be said to exist, and universities are poorly equipped to do this kind of development. Most of your company’s early efforts will be aimed at creating this prototype, and you may find it hard to attract institutional investors until you are ready to present the prototype. “Gap” or “seed” funding to support this development can be notoriously hard to find or secure, but two popular sources are the Small Business Innovation in Research (SBIR) and Small Business Technology Transfer (STTR) programs. Both are awarded to for-profit companies with either an optional (SBIR) or required (STTR) portion of the work to be subcontracted to nonprofits such as the university from which the technology originated.

If the patent prosecution on the licensed technology is not yet complete, which is usually the case, there may be terms in the license agreement governing the treatment of confidential university information. It is in the company’s interest to maintain this confidentiality, first during prosecution and later when any tricks not included in the patent will comprise a competitive advantage for your company. If the company is performing ongoing research together with university faculty and new inventions arise, it may be necessary to temporarily delay publication for new patent applications to be filed. Try to minimize these delays, because such papers are the lifeblood of academic researchers! To that end, TTOs may push for terms in the license agreement that mandate shorter (30–60 day) delays.

If you want the university inventor to play any role in the business of the company, as a permanent employee or as a consultant, remember that they will have to follow procedures in the university’s Conflict of Interest and Commitment policies. These procedures are often not administered by the TTO, but the license managers may need some indication that the faculty member has entered into this process before the final agreement is signed.

It is not generally permissible for a for-profit company to use laboratory, office, or other space or resources in a university. In some cases Facilities Use Agreements may be possible, but they often require the approval of internal review boards or the university’s legal office. The motivations for this restriction include the protection of the university’s nonprofit status; for-profit activities may be reportable to the IRS as “Unrelated Business Taxable Income” and if they exceed a certain threshold of value, can threaten the tax-exempt status of the institution. Also, sharing lab space dedicated to federally-funded research with that of corporate-sponsored research can mean that the results discovered in that lab have simultaneous obligations to both sponsors. So if your new company wishes to continue research at the university, raise this issue early in the discussion. The Sponsored Research Agreement and Facilities Use Agreements may need to be negotiated with offices within the university other than the TTO.

For all of these reasons, arriving at an executed license agreement with a university can take time. The closer your business is to being a complete, incorporated entity with management in place and backed with financial investment, the less time this process will take. Until your company is ready, it is more difficult for the TTO license officer to justify to his or her management the choice of your company as “the best chance to commercialize the technology.” Pressuring a TTO or high-level university officials to complete a deal before the company is fully formed is energy better devoted to working on the business concept and getting your key people and money in place.

Remember, too, that while this company is your primary concern as an entrepreneur, TTO negotiators typically have many deals in process at any one point and have to run the draft agreement through their management and through the university’s legal office. Even though they may want to close the deal as much as you do, they just may not be able to drop everything every time you call to re-open discussion on a license term. Be patient and—most importantly—come prepared, and you will make the process easier for both parties.
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