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powerful field of semiconductor development was and still is largely
a product of spin-off companies.’** In general it is legitimate for
individuals to create spin-off companies. It is also generally accept-
able for companies and individuals to seek each other out in the
employment market. Individuals enjoy a right of personal job mo-
bility that common law and statutes have recognized.!>* Compa-
nies enjoy broad rights to seek out and offer employment to persons
who appear to be valuable to their activities.'3¢

However, corporate officers and other key personnel should re-
frain from converting corporate opportunities to their own use.!3’
This obligation is a function of a general duty of loyalty to the em-
ployer. That obligation is balanced against the employee’s liberty to
seek new gainful activity, including the privilege to make arrange-
ments to compete even before terminating employment.!38

One court has summarized the doctrine of corporate opportu-
nity as follows: “[I]f a business opportunity is presented to a corpo-
rate executive, the officer cannot seize the opportunity for himself if:
(a) the corporation is financially able to undertake it; (b) it is within
the corporation’s line of business; (c) the corporation is interested in
the opportunity.”!3®

In the high technology industries, corporate opportunities are
often closely tied to inventions. The employee who desires to move
out on his own may see opportunites to exploit technologies in ways
or markets which his employer has not tapped. He may leave all
the genuine trade secrets behind, yet still take a major “window of
opportunity” with him, because timing can be so valuable. If the
company is to protect against this risk, it must be as alert in com-

134. Motorola, Inc. v. Fairchild Camera & Instrument Corp., 366 F. Supp. 1173, 1177
(D. Ariz. 1973). The phenomenon was noted by the court in an early semiconductor case:
“The semiconductor industry is a relatively new but rapidly growing field. Many new com-
panies have been formed as a result of a spin-off of groups of executive and scientific employ-
ees from other established companies.” Id.

135. Diodes, Inc. v. Franzen, 260 Cal. App. 2d 244 (1968); Science Accessories Corp. V.
Summagraphics Corp., 425 A.2d 957 (Del. 1980); Maryland Metals, Inc. v. Metzner, 382
A.2d 564 (Md. 1978); CAL. Bus. & PROF. CODE § 16600 (West 19xx); see also H. ANAWALT
& E. ENAYATI, supra note 1, sec. 2.02(2)(d).

136. See Motorola, Inc. v. Fairchild Camera & Instrument, Corp., 366 F. Supp. 1173,
1181-82 (D. Ariz. 1973). A company seeking to hire away another’s employees needs to avoid
offers to employees who are bound by contract to an existing employer. It also must pursue
its own interests, rather than seek to damage the other company’s interests.

137. See Science Accessories Corp. v. Summagraphics Corp., 425 A.2d 957 (Del. 1980);
see also Annotation, Fairness To Corporation where Corporate Opportunity “is Allegedly
Usurped” by Officer or Director, 17 A.L.R. 4TH 479 (1982).

138. Maryland Metals, Inc. v. Metzner, 382 A.2d 564 (Md. 1978).

139. Science Accessories Corp. v. Summagraphics Corp., 425 A.2d 957, 963 (Del. 1980),
citing Guth v. Loft, Inc., 5 A.2d 503 (Del. 1939).
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municating the bounds of its business interests to its personnel as it
is in identifying its trade secrets. In short, the company needs to
keep its key personnel aware of its true interests in the fields in
which they work.

In this area, employee satisfaction is far better protection to the
company than a legal remedy that seeks to retrieve the lost opportu-
nity. If the employer has communicated effectively and kept the
employee satisfied with the job, information about opportunities is
more likely to flow to those within the company who may be able to
pursue them. If this does not occur, the opportunity is likely to get
bottled up. .

Opportunities to enter markets or take advantage of known
needs run parallel with the invention process. Such opportunities
are especially important to any decision making concerning licens-
ing of new technologies. It is fair to suppose that watching for op-
portunities is just a normal part of “tending the store.” The
litigation concerning lost business opportunities is an indication,
however, that clients may need advice in this area.

GUIDELINE EIGHTEEN

COUNSEL SHOULD FIRMLY ADVISE: REVIEW MAR- °
KET INFORMATION ACTIVELY WITH KEY PER-
SONNEL OR INVENTION AND LICENSING
OPPORTUNITIES MAY BE IRRETRIEVABLY LOST.

1.17 The Duty to Inquire

The reciprocal of the doctrine of corporate opportunities is a
legal theory which obliges companies that operate in highly compet-
itive inventive environments to inquire into the status of others’
rights concerning intellectual property. The entertainment industry
has created a strong body of law on this subject.!4°

A recent case is illustrative. In Ralph Andrews Productions,
Inc. v. Paramount Pictures Corp.,'*! the plaintiff successfully pro-
tected an idea for a television game show. The plaintiff, Ralph An-
drews Productions (RAP), was a television show producer. RAP
had an agreement with Columbia Pictures Television that any pro-
grams it produced would first be offered to Columbia. RAP came
up with the idea for a program that would be called “Anything For
Money” which would feature people who would do anything for

140. See generally Annotations, Literary and artisitic rights for purposes of, and their
infringement by, or in connection with motion pictures, radio and television, 23 A.L.R. 2D 328
§ 24 (1952).

141. 222 Cal. App. 3d 676 (1990), 271 Cal. Rptr. 797 (1990).
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money. People would be asked things such as: “For $200 would
you kiss an octopus? For $2,000 would you get a tattoo that said
‘mama’s boy? 142 RAP presented the show to Columbia and Co-
lumbia rejected it. After the rejection, RAP’s vice president for de-
velopment, Bernstein, presented the idea for the show to a
Paramount vice president, Goldhammer, apparently representing
that the show was his.!** After a short period of time, Bernstein
went to work for Paramount and produced 150 shows which ran for
a year on television. The court permitted the plaintiff RAP to pur-
sue its remedies against Paramount.

The essence of RAP’s cause of action was that Paramount
should have inquired into RAP’s rights in the particular show
before hiring Bernstein to work on the show. No specific employ-
ment provision bound Bernstein concerning the show, nor was the
idea itself protectable by copyright. Nevertheless, the business envi-
ronment was such that Paramount had a duty to inquire. The court
reasoned that ownership rights to concepts having commercial
value are so important that “clarification of ownership rights is fre-
quently required before potential projects are discussed.”4

We suggest the following approaches concerning the duty to
inquire:

1. An inventive company will normally hire from within its
own industry and often from competitors. This need not be dis-
couraged in any general way.!*®

2. Ask new employees about their assignments for former
employers so that any necessary steps can be taken to avoid conflict
with that employer’s legal interests. Ask the new employee to sign
an acknowledgement or contract not to bring matters to the new
employment from a former employer that are not available to the
general public.!45

3. In cases where new inventive employees give a clear indi-
cation that they have information which is a trade secret and which
can not readily be separated from the new employment, the new
employer might provide a job assignment within the new company
that has less direct overlap with the job assignment with the former
employer. This matter is difficuit to judge. The client ought not

142. Id. at 680 n.1, 271 Cal. Rptr. at 798 n.1.

143.  On appeal, the court reversed a summary judgement. Therefore, the facts were not
actually determined in the reported case.

144. Ralph Andrews Prod., Inc. v. Paramount Pictures Corp., 222 Cal. App. 3d 676, 679
(1990), 271 Cal. Rptr. 797, 800 (1990).

145, See supra sec. 1.16 for a discussion on corporate opportunities.

146. See H. ANAWALT & E. ENAYATI, supra note 1, sec. 2.9,
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overreact in such circumstances. The new employer is, after all,
entitled to employ new people, and employees have recognized in-
terests in rights to job mobility.!*” Thus, three interests need to be
accommodated—those of the former employer, those of the new
employer, and those of the employee. Inquiry coupled with reason-
able precautions should suffice to meet the new employer’s obliga-
tion in the matter.

GUIDELINE NINETEEN

WHILE JOB CHANGES WITHIN AN INDUSTRY ARE
NORMAL, EMPLOYERS SHOULD ASK NEW EMPLOY-
EES ABOUT PAST WORK ASSIGNMENTS TO AVOID
CONFLICT WITH A FORMER EMPLOYER’S INTERESTS.

1.18 Contracts as Intellectual Property

A contract is a powerful means of creating protectable intellec-
tual property. Contractual arrangements allow protection in in-
stances where the three basic theories—patent, copyright, and trade
secret, will not. Also, contractual arrangements regarding the crea-
tion of intellectual property are tied closely to licensing the use of
the property, a matter that is explored in this section and in the next
one as well.

Chapter two examined the ways in which contracts allocate in-
vention ownership rights and disclosure obligations in employment
and consulting relationships.!*® We also saw how contracts can en-
hance trade secret protection through nondisclosure provisions.!4®
In this section we will look directly at contract as a means of pro-
tecting idea products.

Basic contract law can be enlisted to protect ideas in them-
selves. This is something that patent and copyright specifically
deny. A bargain is struck to protect or to convey the idea. The
principle can be applied throughout the inventive process. It is used
to protect confidences through nondisclosure agreements, to make
technical and resource exchanges through development agreements,
and to describe and limit the exchanges through licenses.!*®

The practitioner should apply basic principles of contract law.
The basic norm is that a contract is a bargained for exchange, usu-

147. Diodes, Inc. v. Franzen, 260 Cal. App. 2d 244, 67 Cal. Rptr. 19 (1968); see also H.
ANAWALT & E. ENAYATI, supra note 1, sec. 2.17.

148. See H. ANAWALT & E. ENAYAT], supra note 1, secs. 2.5, 2.6.

149. H. ANAWALT & E. ENAYATI, supra note 1, sec. 2.7; see supra sec. 1.17.

150. See infra sec. 1.19.
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ally of promises.’”* Oral promises can be enforced, but the practi-
tioner must observe statute of frauds requirements. A writing is
desirable, and it should be remembered, that if there is a writing,
the parol evidence rule may be invoked to limit the introduction of
evidence of terms other than those contained in the writing.'%?

One principle that deserves special mention is the requirement
of certainty. Contracts may be enforced based on expectations that
are reinforced by custom, but if an arrangement is too uncertain a
court may rule that no agreement exists.!>3

GUIDELINE TWENTY

CONTRACTS MAY BE USED TO PROTECT IDEAS. CUS-
TOM OR A PATTERN OF DEALING MAY EXPLAIN
TERMS, BUT COUNSEL MUST INSIST ON ADEQUATE
DEFINITION OF ESSENTIAL TERMS. IN ADDITION,
COUNSEL SHOULD BE ALERT TO THE EFFECT OF THE
PAROL EVIDENCE RULE.

The need to protect ideas in themselves runs throughout the
development process. Contracts should be considered a means of
protection at any stage where valuable information or ideas need
protection. Ideas are vulnerable at each of the following stages:

1. Conception of an approach. An inventor figures out a new
way to do something. Perhaps she gets the idea for a radical new
approach to file organization in software. The idea will remain vul-
nerable until linked to a process and patented, or expressed and
fixed in a medium, creating a copyright. Even then, those bodies of
law will not protect the idea itself.

2. Translation to design. The idea must be perfected. It must
be tested. It is virtually impossible to produce anything entirely by
oneself. One needs the cooperation of others, coupled with confi-
dentiality. Within companies this is accomplished by employment

151. A contract is a promise or a set of promises for the breach of which the law gives a
remedy, or the performance of which the law in some way recognizes as a duty. RESTATE-
MENT (SECOND) OF CONTRACTS § 1 (1979).

152. Id. at § 209 (1979). In Wang Laboratories, Inc. v. Doktor Pet Centers, Inc., 422
N.E.2d 805 (Mass. App. 1981), the court permitted parol evidence in the form of testimony
concerning negotiations related to systems responsibililty for a computer system, brushing
aside a warranty limitation provision “in fine print.” Compare with International Business
Mach., Corp. v. Catamore Enter., 548 F.2d 1065 (st Cir. 1976), refusing to vary the terms of
a written contractual limitation of liability entered into “between sophisticated corporate
entities.”

153. See RESTATEMENT (SECOND) OF CONTRACTS § 33 comment a (1979), which notes
that indefinite terms may be given meaning by custom or course of dealing, but “if the essen-
tial terms are so uncertain that there is no basis for deciding whether the agreement has been
kept or broken, there is no contract.”
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contracts, known rules, and above all, real loyalty. Contacts
outside a company rely on confidentiality agreements.

3. Components. Often the new invention needs to be com-
bined with other components. This is done in-house or with outside
help. Either way, the invention becomes vulnerable to exposure,
because many more people will come in contact with it. Trade se-
cret identification and protection becomes more difficult.

4. Suppliers and subcontractors. Ordering supplies or work to
specification increases the risk of release of the idea.

5. Marketing. Marketing relies on exposure. In order to
market effectively, a company simply must begin the process of dis-
closure. Very sensitive judgments may be involved when making
the disclosures.

6. Idea per se. Finally, it may turn out that the only way to
preserve what is valuable is to keep it secret. Additionally, secrecy
should be bolstered by careful management of the secret’s exposure
and confidentiality agreements.

The matters involved in contract protection of ideas are tradi-
tional contracting skills. Plan for the desired result. Obtain agree-
ment in principle. Draft the contract to reflect the plan. Execute
the contract. The latter, execution, is the critical aspect regarding
confidences. Confidentiality rarely survives in an atmosphere of
mistrust. The client needs to be guided to create and feed the condi-
tions of real cooperation. ‘

The California Supreme Court captured the essence of protect-
ing ideas by contract colorfully and bluntly: “[T]he idea man who
blurts out his idea without having first made his bargain has no one
but himself to blame for the loss of his bargaining power.”5*

GUIDELINE TWENTY-ONE

COUNSEL CLIENTS TO PROTECT THEIR IDEAS BY US-
ING APPROPRIATE CONTRACTS AND CONFIDENTI-
ALITY AGREEMENTS. THESE ARRANGEMENTS
SHOULD BE CREATED TACTFULLY.

Here are some suggestions for carrying out that guideline:

Custom

Industry customs will show what is usual in writing contracts
to protect ideas. Sometimes only a very informal notation is needed
because the industry understands and expects certain categories of
confidences to be observed and protected. The entertainment indus-

154. Desny v. Wilder, 46 Cal. 2d 715, 739, 299 P.2d 257 (1956).



84 COMPUTER & HIGH TECHNOLOGY LAW JOURNAL [Vol. 7

try has long relied on the need to protect ideas underlying an en-
tertainment project. Some of the ideas are very simple. “Candid
Camera,” created by Alan Funt, has amused different generations
of people. The idea is simple—catch people unawares on film and
everybody enjoys the experience. But so much of what is entertain-
ing simply cannot be captured and protected by traditional intellec-
tual property—in this case, copyright. Thus, the custom of the
industry accepts and emphasizes the need for contract. Custom
may also give meaning to essential aspects of the contract.!®

Sometimes counsel will encounter situations where either the
industry customs or the relations of the parties rely on a large de-
gree of informality. In these circumstances the attorney should ad-
vise on the importance of definite terms. That advice, however, can
be tailored to the circumstances by encouraging the parties to refer
to important customs in the contract itself.!5¢

Research

Research is a very valuable aspect of high tech development.
In itself it is not protectable by copyright'” and is certainly not
subject to patent. The results of research must be protected, if at
all, by trade secret and contract. Vis a vis the employees and con-
sultants, this is done by agreements governing the relation with the
company.!>® Information itself has become a valuable commodity,
as witnessed by the many data bases and subscription services of
today. The essence of those services, the information, must be pro-
tected by subscriber agreement. The companies that distribute
these resources, for example, Mead Data Central, Inc. and West
Publishing Company, for Lexis and Westlaw respectively, create
clear, specialized licensing agreements. These agreements perform
dual functions: They permit and define the use, and they create the
property claim.'>®

We suggest the following steps in handling research protection:

155. See Warner Bros. Pictures, Inc. v. Columbia Broadcasting Sys., 216 F.2d 945 (9th
Cir. 1954), the “Maltese Falcon” case. This case is a fine example of using contract and
custom to articulate the scope of protection.

156. See Macneil, Values in Contract: Internal and External, 78 Nw. U.L. REv. 340, 345
(1983). Macneil urges that customs or “relational patterns” of behavior are dominant aspects
of most contracts. “Thus, it is readily apparent that even a transaction deliberately chosen
for its discreteness is deeply embedded in a wide range of interconnected relations.” Id.

157. 17 U.S.C. §§ 101, 102(b), 103; see also West Publishing Co. v. Mead Data Cent,,
Inc., 799 F.2d 1219 (8th Cir. 1986); Miller v. Universal Studios, 650 F.2d 1365 (5th Cir. 1981)
(copyright protection denied to research under the 1909 Act).

158. See H. ANAWALT & E. ENAYATI, supra note 1, secs. 2.3, 2.4, 2.6, 2.7.

159. West Publishing Co. v. Mead Data Cent., Inc., 799 F.2d 1219 (8th Cir. 1986).
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1. Identify the use of the research. If it is research to be used
internally for production or for invention, then the internal free
flow of that research should be limited to those for whom the infor-
mation is clearly necessary. This approach is also consistent with
effective trade secret protection, because the true secrets are more
likely to be identified, respected, and ultimately sustained in
court.'®® If the end product is research, as with a data bank, or if
the research is critical to the use of a product or device, then licens-
ing considerations take over. For limited audience and specialized
use, it is important to review license forms in detail and draft specif-
ically to cover the particular situation.

2. Identify the customs of handling research. You need to
ask: “How do people handle research and exchange of information
in this industry?” This needs to be followed with inquiry into the
specific nature of a research project. A company may have an inter-
nal group that works closely within a professional circle including
outsiders. These people fruitfully exchange information; they may
not be aware of or concerned with the restriction of information
going to the outside. The problem for counsel is: How to maintain
beneficial professional collegiality, yet preserve that which must be
kept in house? The decision is case by case, but these criteria help
as a guide:

¢ Let the inventors identify the essence of the inven-
tive work.

¢ Listen to the inventor’s explanations of the mores
and expectations of the broader professional community.

¢ Persuade the inventors of the importance of nar-
rowly tailored secrecy. Obtain agreement or consensus, if
possible.

® Present findings to management and obtain and
implement a reasonable decision.

Another very different approach is to take much tighter con-
trol of research related conversations and communications at the
outset. Lay down rules or a code that limits all discussion of
projects. The approach is practiced, apparently successfully, by
various companies. We prefer the first approach rather than the
tighter control method, because it appears more realistic. It relies
on educating the inventors and letting them carry out the necessary
demands of confidentiality as they work. It also fosters the collegial

160. See H. ANAWALT & E. ENAYAT], supra note 1, sec. 2.10.
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contact that brings about invention and keeps professional people
satisfied with their work.

Many professions have strong traditions of shared results
through conferences and papers. This is notably, for example, in
the semiconductor industry, the annual International Solid-State
Circuits Conference (ISSCC). In the thirty seven years since its in-
ception, the ISSCC has been a kind of “Who’s Who” of inventors in
the solid state (semiconductor circuit) profession. Inventors need to
be able to participate in such exchanges to keep up to date, and
employers benefit from cross fertilization and by having their people
appear in the forefront. One technique that is effective and widely
used to accomodate secrecy demands with professional participa-
tion, is to require some reasonable review period and discussion
before inventors make presentations or publish results.

Certain situations such as joint ventures and development
agreements create broad exposure of projects to people outside of
the company. These require formal confidentiality agreements as is
the case in other forms of exchanges such as trade secret or technol-
ogy licenses. A research or development confidentiality agreement
will be predictably harder to articulate than one related to a stan-
dard licensing arrangement, because the technology involved has
not yet been created. Techniques for articulating effective agree-
ments include: (1) Limiting the number and perhaps specific iden-
tity of the outsiders with access, (2) identifying the areas of high
priority in the agreement, and (3) including a provision that calls
for periodic review and declarations of areas of sensitivity.

Lawyers and their clients often experience pressure or friction
in the following two areas:

a. The need to “do it right” vs. “get it done.”
b. Client agreements vs. “the lawyers will mess it up.”

First, let us examine “doing it right.” When presented with a
client’s need for a contract, most attorneys recognize immediately
that the contract must be written effectively. That means checking
things, planning, drafting, and perhaps some additional legal re-
search. However, sometimes, even often, the extra time and effort
involved in doing these things is not appropriate: The client needs
something now. The client wants something less formal. The client
wants to conserve legal expenses.

An attorney might respond in a number of ways. For example,
the attorney could pull out an old form and use it or insist that the
contract be drafted more fastidiously than the client wants. The
attorney might push the matter back to the client to proceed “on its



1991] SHAPING LEGAL ADVICE 87

own hook,” because the matter can not be done less formally and
still be done right. Finally, the attorney could work within the cli-
ent’s expressed constraints. We urge that the last of these is the best
choice—work within the client’s expressed needs. Be sure to inform
the client of legal consequences and indicate the relevant options.
When you determine that certain efforts or details are necessary, tell
your client and become more insistent on attention to these matters.

However, insistence on a thorough legal plan or analysis in
every situation imposes a kind of ““all or nothing principle” on the
client. That approach can unnecessarily increase client cost, under-
mine confidence in attorney services, and even force the client to
say, “forget it, don’t call the attorneys on this one.” The last con-
sequence, avoiding attorneys altogether, can do much harm to the
client. We believe that it is best for attorneys to be flexible and
adapt to client needs and resources. Some clients can afford every-
thing and seem to insist on “full service” every time. We also sus-
pect (and have some evidence) that many attorneys working with
“full service clients” realize that those clients are also best served by
not pursuing full service each and every time.

Do not overlook essential matters. Insist on sufficient definite-
ness.'®! 'Watch out especially for statute of fraud requirements and
the potential impact of the parole evidence rule in your jurisdiction.
Yet be flexible.

“The lawyers will mess it up.” The second area of friction
which we mentioned represents an area where the public, and busi-
ness persons in particular, find fault with attorneys. Assume two
parties have worked out what they find to be a perfectly satisfactory
agreement between them. Each then gives a sketch of the agree-
ment to his respective attorney. Each wants to have the matter
“put in legal language” and to have loopholes closed. Subsequently,
one party or the other receives the proposal back from its attorney
and presents it to the other side. Suddenly issues start appearing.
The other attorney objects to this or that provision. Some of this is
to be expected and is fine, so long as the parties’ original intentions
are simply being articulated. However, sometimes one attorney or
the other is trying to help the client “get more” than fairly reflects
the initial agreement. When this happens, the lawyers really are
getting in the way. Avoid this by communicating with your client.
For example, you can point out things in this fashion: “You proba-
bly have an advantage if you were to include this type of provision
. . . but it does seem from what you have told me, that you and the

161. See supra GUIDELINE 20.



88 COMPUTER & HIGH TECHNOLOGY LAW JOURNAL [Vol. 7

other party do not wish to structure your relationship on that
basis.”

1.19 Development Agreements

A development agreement is a contract under which one party
agrees to develop a product for another in exchange for receiving
certain benefits such as cash, stock grants, or something else, such
as the right to market certain finished products.!*? The economic
and market power of companies entering into such agreements will
vary. Sometimes two strong companies will enter into such agree-
ments in order to take advantage of reciprocal strengths or to free
resources so that one company or both can focus attention in cho-
sen areas of development. Often a development agreement is simply
a matter of employing another company to do a job. For example,
an automobile manufacturer may hire a software company to de-
velop a database management system for its use.

Development agreements are often of particular importance to
fledgling or start-up companies. This is because the agreement itself
is often the source of the initial capital necessary to set the company
in motion. When this is the case, counsel may be asked to partici-
pate in decisions regarding formation of the initial capital for the
company. The basic sources for this capital are the following:

1. The founders’ own funds.

2. Funds from private individuals or companies that have
particular confidence in the founders.

3. Funds supplied by third party “venture capitalists,” who
are willing to invest in speculative new ventures.

4. Funds from existing companies interested in the product
line often by the way of development agreement.

The decisions made with regard to financing are non-legal busi-
ness decisions, but attorney input as to consequences may be asked
for and can be critical to the decision making process. In each of
the four alternatives, the initial supply of money provides the neces-
sary support for the business. The reciprocal for this support is the
interest in profit or the payment made to those who have provided
the capital.

When you examine the fourth choice and its use of a develop-
ment agreement, you see that the pay off to the investing company
is tied to the delivery of products or inventions which are important

162. H. Anawalt, Teaching Materials Compiled at Santa Clara University, (1990). The
material in this section is derived from teaching materials produced by Howard Anawalt.
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to that investing company. The development agreement may allo-
cate intellectual property and ownership rights that will be critical
to the existence or progress of the startup company. From the point
of view of the investing company, the agreement may commit re-
sources and market timing to the performance of a new company in
an important area. In sum, each of the partners may rely on the
other for critical resources.

The reciprocal reliance involved in development agreements
should not obscure the reality that the start-up is the actual depen-
dant party in this arrangement. If the agreement fails to meet the
needs or expectations of the parties, the consequence can spell disas-
ter for the start-up because of its economic vulnerability. For coun-
sel, this may suggest a very delicate job of advice and negotiation at
the time the agreement is set up. The start-up needs to protect itself
against giving up too much, yet it probably needs to secure the
agreement in order to start business.

Extensive homework is necessary before a basic sketch of the
agreement is set forth between the parties. The homework includes
all phases, including market position of the potential partners, po-
tential competition, and alternative sources of supply and cash. Of
the many variables, we will focus on three that are most closely
related to intellectual property development: description of matters
to be developed, allocation of intellectual property rights, and access
to production facilities and markets.

Description of What Is to Be Developed

The first stage of any contract preparation is planning. Each
party needs to know what it expects to gain and what it expects to
provide as part of a relationship. This planning stage is the most
important. Indeed, drafting is important too, but counsel should be
aware of the importance of the big picture before stepping into the
details. The first step for the developer!®® is to identify what it can
produce, what it is willing to produce, and its current status regard-
ing the proposed product. The reciprocal step for the recipient is to
identify what it needs and to delineate its timetable and quality
requirements.

Once the parties exchange their general or basic expectations,
it is essential for them to spell out in precise terms the required
development performance. Let us pull the process out of the ab-
stract and put forth an example. Assume a software development

163. We will refer to the “developer” as the party developing the technology, and the
“recipient” as the party that will receive the development and provide the capital in return.
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agreement is to be hammered out between XYZ Inc., a very small
software company, and ABC Corp., a large computer manufac-
turer. A recital at the beginning of the ABC/XYZ development
agreement may state:

XYZ has expertise in the design and implementation of com-
puter software known as XYZ-LOGO. ABC has expertise in the
design and manufacture of computer hardware, specifically a sys-
tem known as the ABC Personal Computer (hereinafter referred
to as the “ABC”). XYZ is ready, willing, and able to develop a
customized version of the XYZ-LOGO system for the ABC.

It is now critical for both parties to spell out exactly what the XYZ/
ABC customized version will be. XYZ must enter into the agree-
ment only after obtaining a full understanding of the constraints
and demands of the ABC hardware. The contours and perform-
ance expectations for the customization need to be known and ade-
quately designated in the contract.'®*  One area of particular
importance in software development is the documentation. ‘“Docu-
mentation” is the collection of information that accompanies the
development of a piece of software. It really comprises two things.
One is the process of recording how a program is developed. This
aspect of documentation enables one programmer to continue
where another leaves off and helps where there is a desire to amend
or convert the program to another use.'®® The second aspect of
documentation is the presentation of the commands and require-
ments of the program in a fashion that allows the user to use it. The
better the documentation is, in this second sense, the more “user
friendly” it will be. In either sense, documentation can be an enor-
mous task for the developer. The developer must set out realistic
limitations on its documentation requirements in the contract, or it
may be stuck with obligations that are time consuming to the point
of crippling the software company.

Allocation of Intellectual Property Rights

Allocation of intellectual property rights goes to the very heart
of the development agreement. First, counsel should assure that the
client has identified its most important intellectual property goals.

164. One device often employed for expressing contours and performance is an Exhibit
which is explicitly referred to in the main body of the contract. For example, in the ABC/
XYZ agreement, the body of the contract may provide:

Customization. XYZ agrees to design and develop the adaption and the docu-
mentation meeting the specifications set forth in Exhibit A, attached hereto,
and fully incorporated by reference herein, . . . .

165. A. CHANDOR, supra note 63, at 153-54.
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These may very well conflict with those of the other party. For
example, in a custom software development agreement, both the de-
veloper and user may wish to own the rights to the developed sys-
tem itself. Parties can lock horns very tightly in such a situation,
and one or both sides must give. The prospective user often has the
upper hand, as it may simply be able to turn to another developer.
The options for resolution include copyright ownership by one or
the other and variations of a license to the other party.

Clarity of ownership and development obligations may affect a
range of potential rights. In Jostens, Inc. v. National Computer Sys-
tems, Inc.,'®® Jostens sued its former employee, Titus, and a new
company which he joined as an officer over ownership of a valuable
CAD/CAM system for designing and engraving rings.'®” Titus had
designed the system for Jostens. In so doing, he contracted for criti-
cal software for the system from another developer, Adage, Inc.
The agreement for the software was devoid of particulars concern-
ing which parts would be owned by Jostens. The lack of clarity at
that stage undermined Jostens’ ability to claim against Adage, and
it helped to create doubt that Jostens’ owned anything in the entire
system. Jostens lost its claim against its new rival, National Com-
puter Systems.!5®

GUIDELINE TWENTY-TWO

THE DEVELOPMENT AGREEMENT SHOULD COVER
CONTEMPLATED ASPECTS OF OWNERSHIP, LICENSES
AND THEIR SCOPE, RIGHTS TO DERIVATIVE WORKS
AND PRODUCTS, RESEARCH, TRADE SECRETS, AND
CONFIDENTIAL RELATIONSHIPS.

The articulation of the specific terms and conditions of owner-
ship is determined by the exact circumstances and intentions of the
parties. For instance, in the Jostens situation a software develop-
ment agreement could have been negotiated to serve Jostens inter-
ests.!s® The Court stated:

A central issue at trial was what and how much of the Adage

166. 318 N.W.2d 691 (Minn. 1982).

167. See H. ANAWALT & E. ENAYATI, supra note 1, sec. 2.10 discussing other aspects of
the Jostens case.

168. See H. ANAWALT & E. ENAYATI, supra note 1, sec. 2.3 discussing “works made for
hire” under copyright.

169. The development agreement should have been bolstered by an effective contract and
sufficient intra-company care about trade secrets. Jostens, Inc. v. National Computer Sys.,
318 N.W.2d 691, 696 (Minn. 1982). However, a development agreement in itself, could have
done much to identify trade secret material. See also H. ANAWALT & E. ENAYATI, supra
note 1, sec. 2.7.
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material was used to write Jostens’ original package was also
used to write NCS’ programs. Specifically, this involved not the
operation systems software, a standard component sold to all
Adage customers, but the application software, used to adapt a
system to a particular user’s needs. Adage’s programmers testi-
fied many of the routines used in writing NCS’ package were
“utility routines,” simply taken off their library shelf, and that in
assembling new application packages, programmers usually
wrote only about 1095 new material, while in this case about half
the final NCS package was original.'”°

Access to Production Facilities and Markets

A development agreement may seek to provide needed produc-
tion capacity or market access for one party. This is particularly
valuable to a start-up company for it limits need for immediate cap-
ital expenditure on facilities and payroll, and creates market expo-
sure and contact. It is critical that a start-up spell out these
obligations, because it is in a more dependent position. The estab-
lished company benefits too, from clarity in these obligations.

A good approach is to set forth the obligations both in general
principle and in adequate detail. The general principles declare
what is important and lend great force during any legal proceeding
on the contract. The specifics leave little room for equivocal inter-
pretation during the actual performance of obligations. Production
obligations need to include provisions on quantity, time, priority,
quality, and product specification. Provisions requiring the manu-
facturing party to use “best efforts” are appropriate and necessary
in some instances, especially where new product development is in-
volved, but these should specify anticipated contingencies and link
them to clearly stated priorities.

The party seeking to use the other’s marketing or sales re-
sources needs to provide clear designation of contracted service and
support. The agreement should usually include such matters as:
geographic areas of support, designation of the officer with overall
responsibility to assure support, and anticipated levels of perform-
ance. It is useful to include sales and marketing incentives, such as
commissions flowing to the party providing the support, as these
can help overcome inertia, especially where the supporting party
itself markets competing products.

When parties enter into an arrangement that is uniquely de-
pendent on continued performance such as a development contract,

170. 318 N.W.2d at 696.
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it is essential to evaluate the true cooperativeness of all parties to
the arrangement. In other words, counsel and client want the ar-
rangement to work, rather than be litigated. This expectation of
true performance is what lies at the heart of the obligation of good
faith and fair dealing in contracts.!”?

It is worthwhile to note the attitude attached to the matter of
good faith in Japanese culture. In Japan perhaps the greatest atten-
tion is placed on the relations created between the parties before a
contract is entered into. In a way, the contract is the “icing on the
cake,” the realities of the relationship having been already estab-
lished. An arrangement (reflected or formalized in the contract)
progresses as the mutual needs of the parties are worked upon and
fulfilled. Thus, traditional Japanese contracts are very short and
devoid of detail. This is often mistaken by westerners as a lack of
commitment to contract, yet, it generally represents just the oppo-
site.!”> The point here is that the kind of advance assessment of
capacity to work together practiced in Japan is very useful in the
United States. Also, the flexibility within a contractual arrange-
ment is desirable—adjust performance mutually to meet changing
goals and needs.

GUIDELINE TWENTY-THREE

A PARTY PLANNING A DEVELOPMENT AGREEMENT
NEEDS TO ASSESS THE WILL TO COOPERATE SO THAT
THE VENTURE WILL BE LIKELY TO SUCCEED,
RATHER THAN BE LITIGATED.

1.20 Concluding Remarks

The attorney who advises individuals and companies who wish
to protect their inventions needs to pay close attention to a range of
factors. The task is primarily a legal one, and the attorney must be
fully acquainted with intellectual property law. In addition, the at-
torney should recognize that business people and inventors have va-
rying attitudes toward receiving legal advice. Many inventors and
companies are pleased to receive legal advice, but some are resistant
to involving lawyers in the process. The relation of law to inventive
processes is likely to mystify some clients, and the attorney needs to
reduce that mystery and make matters clear.

171. These obligations inhere in contracts and corporate structures. See, e.g., U.C.C.
§§ 1-203; Foley v. Interactive Data Corp., 47 Cal. 3d 654, 683, 254 Cal. Rptr. 211, 765 P.2d
373 (1988); Science Accessories Corp. v. Summagraphics Corp., 425 A.2d 957, 215 U.S.P.Q.
1051 (Del. 1980). )

172. These comments are not intended to idealize Japanese behavior. Undoubtedly, the
Japanese have individuals and groups which both exceed and fall short of norm.
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Intellectual property advice needs to be shaped to the specific
inventive environment. This means that the attorney should take
into account the following factors which were set forth in the initial
section of this chapter:!7?

¢ Type of Company

¢ Kind of workforce

¢ Nature of inventive work
Relation of the invention to the company’s market
¢ The value of the invention in itself
The development process
e Contracts affecting invention rights
¢ Other parties’ legal claims
¢ Available legal tools

® Practical issues, such as timing and licensing.

These factors show that the attorney must combine her under-
standing of the technology, the industry, the industry’s market, and
the constraints of the law to give the client effective choices. Based
on the client’s choices, the attorney advises concerning an effective
plan for achieving appropriate intellectual property protection. At-
torneys need to pay attention to client preferences, so that effective
advice can be given that is consistent with the client’s needs and
resource allocations. Often inventors must be asked to allocate time
and effort to protecting intellectual property at times when they are
already very busy. Attorneys can create approaches that minimize
the intrusion that intellectual property protection may require.

Invention and the law protecting inventions now influence each
other markedly.!™ The attorney’s role remains the traditional one
of providing advice and choices, but that role is carried out in a fast
changing and highly technological world.

173. See supra sec. 1.1 for a list of the sections covering each factor.
174. See supra secs. 1.1, 1.15, 1.19.



