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1. Introductory Thoughts to Drafting Contracts

1.1 What is the goal of Contract drafting?

“The goal of a contract is to describe with precision the substance of the meeting of two minds, in language that will be interpreted by each subsequent reader in exactly the same way.”

“A prerequisite for a precisely written contract is a clear understanding between the parties, which is often achieved only after significant effort.”

1.2 Contractual Precision
A precise contract has four elements:


i. It is accurate, meaning it correctly expresses the deal

ii. It is complete, meaning that all possibilities have been addressed.

iii. It is exact, meaning that it lacks both vagueness and ambiguity

iv. It is able to withstand hostile, critical review. After the contract is executed, the next thorough review of its provisions is likely to be someone trying to breach the contract or sue over the transaction.

1.3 The Lawyer as the Client’s Guide

“It is the lawyer’s job in the contract formation process to make the client understand and care about many things that the client may prefer to ignore. It is a task requiring not only technical knowledge of the issues but the necessary interpersonal skills to engage the client in this process… The lawyer must develop the skill to explain complicated concepts and issues in a clear and understandable way. A significant element of this is gauging the client’s knowledge and interest level and tailoring the explanation accordingly.”

1.4 Which Side Should Draft?

Normally the party with the most leverage or with the most to lose from an inadequately drafted contract will do the drafting. However, you should push to do the drafting yourself.

“The draftsperson can ensure that the issues he wants to be addressed are not only covered, but covered in the manner that best serves his client’s purpose… Another benefit of having drafting responsibility is being able to control the pace of the transaction. This is an important strategic device, particularly for a party anxious to have the deal progress quickly.”

1.5 Role of the Non-Drafting Lawyer

Mark up the draft and send it back to the drafting lawyer before having a meeting. This gives the other side an opportunity to review and discuss the comments and makes the meeting more constructive.

“Wherever possible, provide suggested language rather than just a general comment. This is particularly true where the issue is a complex one or involves any degree of subtlety... You avoid the confusion as to the change you are requesting.”

2. Contractual Language

2.1 What makes contractual language special?

The English used in legal contracts tends to be old-fashioned and different to ordinary English. There are a number of reasons for this:

· The mixture of English, Latin, and French from which we get legal vocabulary

· The desire to avoid ambiguity in the use of language

· Familiarity and habit: lawyers tend to be conservative and prefer to use forms and words that have been used before and seem to be effective

· The tradition of using precedent documents in drafting, which results in lack of change in drafting practices over time

· Pressure to conform to accepted professional standards

2.2 Doublets and Triplets

Legal English has a strange habit of not using one word to say something but two or three together (e.g. null and void). The problem with using doublets and triplets is that they make documents longer and more difficult to read. Modern practice is to avoid these old forms where possible and use one word instead.

Common doublets and triplets are listed below:

	Doublet / Triplet
	Single Word Equivalent

	Able and willing
	able

	Agree and covenant
	agree

	All and sundry
	all

	Authorise and direct
	authorise

	Cancelled and set aside
	cancelled

	Custom and usage
	custom

	Deem and consider
	deem

	Do and perform
	perform

	Due and owing
	owing

	Fit and proper
	fit

	Full and complete
	complete

	Goods and chattels
	goods

	Keep and maintain
	maintain

	Known and described as
	known as

	Legal and valid
	valid

	Null and void
	void

	Object and purpose
	object OR purpose

	Order and direct
	order

	Over and above
	exceeding

	Part and parcel
	part

	Perform and discharge
	perform OR discharge

	Repair and make good
	repair

	Sole and exclusive
	sole OR exclusive

	Terms and conditions
	terms

	Touch and concern
	concern

	Uphold and support
	uphold

	Cancel, annul and set aside
	cancel

	Communicate, indicate or suggest
	communicate

	Dispute, controversy or claim
	dispute

	Give, devise and bequeath
	give

	Hold, possess and enjoy
	hold

	Pay, satisfy and discharge
	pay

	Possession, custody and control
	possession OR custody OR control

	Promise, agree and covenant
	promise OR agree

	Repair, uphold and maintain
	repair OR uphold OR maintain

	Way, shape or form
	way


2.3 Deeming

The word deem is frequently used in contracts. In its legal sense it means to treat a thing as being something that it is not, or as possessing certain characteristics which it does not in fact possess. This meaning is used in contracts to create the idea that something mentioned in the contract is deemed (or treated) to be something else.

Example:

“Notice shall be deemed served 72 hours after having been posted.”

The purpose of the clause is to indicate that for the purposes of the contract the parties agree to regard a notice as having been served once 72 hours has passed after the notice was posted.

2.4 Here-, there-, and where- words

Words like hereof, thereof and whereof are not used often in ordinary English. However, they appear frequently in contracts. They are generally used to avoid repetition of names of things in the contract.

Example: the parties hereto
instead of: The parties to this contract

Often these words can be made unnecessary by using good definitions. They are weak substitutes for proper pronouns and good defined terms. They can also create ambiguous references.

Below is a non-exhaustive list of these words, their meaning, and how they are used.

	Word
	Meaning
	Example

	Hereafter
	from now on or to some time in the future
	The contract is effective hereafter.

	Hereat
	(1) at this place or point
(2) on account of or after this
	Hereat the stream divided

	Hereby
	by this means; as a result of this
	The parties hereby declare…

	Herefrom
	from this place or point
	The goods shall be collected herefrom.

	Herein
	in this document or matter
	The terms referred to herein…

	Hereinabove
	previously in this document or matter
	The products hereinabove described

	Hereinafter
	later referred to in this matter or document
	hereinafter referred to as the Company

	Hereinbefore
	previously in this document or matter
	The products hereinabove described

	Hereof
	of this matter or document
	the parties hereof

	Heretofore
	before now
	The parties have had no business dealings heretofore

	Hereunder
	later referred to in this matter or document
	the exemptions referred to hereunder

	Herewith
	with this letter
	I enclose herewith the plan

	Thereof
	of the thing just mentioned
	The contract was signed on 1 May 1999. The parties thereof…

	Thereafter
	after that time
	The products shall be transported to The Grange. Thereafter, they shall be stored in a warehouse.

	Thereat
	(1) at that place

(2) on account of or after that
	Thereat, payments shall cease

	Thereby
	by that means; as a result of that
	the parties thereby agree

	Therein
	in that place, document or respect
	The parties shall refer to the contract dated 1 May 1999. It is agreed therein that…

	Thereinafter
	later referred to in that matter or document
	thereinafter, it is agreed that…

	Thereof
	of the thing just mentioned
	Reference is made in paragraph 5 to the contract dated 1 May 1999. The parties thereof agreed that…

	Thereon
	on or following from the thing just mentioned
	The machine rests on a wooden block. There is a place thereon a metal bracket…

	Thereto
	to that place or to that matter or document
	the parties thereto

	Therefor [not to be confused with ‘therefore’]
	for that
	The equipment shall be delivered on 13 September 2003. The Company agrees to pay therefor the sum of $150,000.

	Thereupon
	immediately or shortly after that
	Delivery shall take place on 13 September 2003. Thereupon the equipment shall be stored in the Company’s warehouse.

	Whereabouts
	the place where someone or something is
	The Company shall be kept informed as to the whereabouts of the products.

	Whereat
	at which
	The seller attempted to charge extra interest on late payment, whereat the buyer objected.

	Whereby
	by which
	The contract dated 1 May 19999, whereby the Company agreed to purchase the products.

	Wherefore
	as a result of which
	The buyer breached the contract, wherefore the seller suffered damage.

	Wherein
	(1) in which

(2) in which place or respect
	The contract dated 1 May 1999, wherein it is stated that…

	Whereof
	of what; of which
	…the Company one of the directors whereof is a foreign national.

	Whereupon
	immediately after which
	The sum of $15,000 shall be paid by the buyer to the seller on 13 September 2003, whereupon the buyer’s liability to the seller shall be discharged.


2.5 Other Troublesome, Old-fashioned Language

Whatsoever means ‘no matter what’.

Wheresoever means ‘in or to whatever place’.

Howsoever means ‘in whatever way or to whatever extent’.

Hence means (1) for this reason, and (2) from now on.

Whence means (1) from what place or source; (2) from which or from where; (3) to the place from which; or (4) as a consequence of which.

Thence means (1) from a place or source previously mentioned, and (2) as a consequence.

Thenceforth means from that time, place or point onwards.

2.6 Obligations, authorisations, and conditions

In contracts, it is usual to find the words shall, will, must, and may used over and over again. The words are used in different contexts.

In the third person will refers to a future intention whereas shall indicates an imperative. 

Legal documents, drafted in the third person, often express obligations using shall. However, shall is frequently overused and there is now a trend to avoid shall altogether.

May is used in the following situations:

To express a possibility that something may be done

To indicate that one has discretion to do that thing

To indicate a wish

May not indicates that a part does not have discretion to do something. Shall not is stronger, indicating a duty not to do something.

In summary, use:

· “will” to state a future fact

· “shall” to state an obligation

· “may” to state an option or a right, and

· “must” to state a condition precedent

2.7 Special Issues for Chinese Writers

Common problems for writers whose first language is Chinese:

· Articles (a, an, the)

· Tense

· Grammar, particularly use of prepositions

· Punctuation (leading to comma splices and sentence fragments)

· Over-reliance on electronic Chinese-English dictionaries

A good online writing resource is available at Purdue University:

http://owl.english.purdue.edu/ 

Also look at Ted Knoy’s article on overcoming Chinese-English colloquial habits in writing (see bibliography).
2.8 The Plain English Movement

2.8.1 What is Plain English?

“Plain English is language that is not artificially complicated, but is clear and effective for its intended audience. While it shuns the antiquated and inflated word and phrase, which can readily be either omitted altogether or replaced with a more useful substitute, it does not seek to rid documents of terms which express important distinctions. Nonetheless, plain language documents offer non-expert readers some assistance in coping with these technical terms. To a far larger extent, plain language is concerned with matters of sentence and paragraph structure, with organisation and design, where so many of the hindrances to clear expression originate.”
 

The Securities and Exchange Commission (SEC) has issued plain English guidelines for disclosure documents. The SEC says the characteristics of plain English are:

1. Short sentences

2. Definite, concrete, everyday language

3. The active voice

4. Tabular presentation of complex or multifactor information

5. Separate paragraphs and sections, with headings, for separate concepts

6. The absence of highly legal jargon or highly technical business terminology and use of Latin or other foreign languages

7. The absence of double or multiple negative

8. The use of multiple columns of text if the font is small

These characteristics are equally applicable to contract drafting.

2.8.2 Benefits of Drafting in Plain English


The benefits of drafting in plain English include:

· Increased efficiency and understanding

· Fewer errors

· Image of the legal profession

· Compliance with statutory requirements

2.8.3 Controversy of Plain English

“Modern, plain English is as capable of precision as traditional legal English. It can cope with all the concepts and complexities of the law and legal processes. The few technical terms that the lawyer might feel compelled to retain for convenience or necessity can be incorporated without destroying the document’s legal integrity. The modern English of a legal document will never read like a good novel, but it can be attractive and effective in a clean, clear, functional style.”

But not all practitioners advocate the clear English in contracts:

“The notion that commercial contracts should be written in plain English so as to be understood by people who would never be expected to read them is an unreasonable extension of the plain English movement, which is aimed at helping consumers and other unsophisticated parties”.

3. Principles of Contract Interpretation

3.1 The Literal approach

The basic method of interpretation traditionally used by common law lawyers is known as the textual or literal approach. This approach is based on the idea that the meaning and effect of a contract should be determined solely from the words of the text itself and not from any external evidence.

This method can be contrasted with the civil law purposive approach. The purposive approach is based on the idea that the meaning and effect of a contract or piece of legislation should be determined taking account of object and purpose of the contract and the intentions of the parties.

The effect of the literal approach on drafting contracts is that common law lawyers tend to draft contracts in a way which seeks to cover any possible thing which might go wrong in the contract, no matter how remote.

3.2 Nine Principles of Contract Interpretation
Below are the main principles of contract interpretation.

i. The document must be read as a whole

”No one should profess to understand any part of a statute or of any other document before he had read the whole of it. Until he has done so, he is not entitled to say that it or any part of it is clear and unambiguous.”

ii. The Literal and Golden Rules
Words should be given their ordinary meaning (exception: where it creates an absurdity; technical words are given their technical meaning).

”The grammatical and ordinary sense of the words is to be adhered to unless that would lead to some absurdity or some repugnance or inconsistency with the rest of the instrument, in which case the grammatical and ordinary sense of the words may be modified so as to avoid that absurdity and inconsistency, but no further.”


iii. Ut res magis valeat quam pereat
An interpretation that makes the contract valid is preferred to one that makes it invalid.
 

iv. Contra Proferentem
If an ambiguity in a contract cannot be resolved in any other way, then it must be interpreted against the interests of the party which suggested it. For example, an ambiguous provision in an insurance contract will be construed against the drafter insurer and in favour of the insured. This is a rule of last resort and is only occasionally used. It has been said that there is little if any scope for the maxim where both parties are commercially astute and experienced, where both have enjoyed legal advice, and where both are of roughly equal bargaining power
.


v. Noscitur a sociis 
If the meaning of a phrase in a contract is unclear by itself, its meaning should be gathered from the words and phrases associated with it.


vi. Ejusdem generis 
When a list of specific items belonging to the same class is followed by general words, the general words are treated as confined to other items of the same class. Example: ‘cats, dogs, and other animals’


vii. Expressio unius est exclusio alterius 
The express inclusion of one thing implies the express exclusion of another. When a list of specific items is not followed by general words, it is taken as exhaustive. The rule becomes particularly relevant where a document lists specific matters but omits others that might be thought to be relevant. The rule presumes that the omission was deliberate.


viii. Commercial (purposive) Purpose
If the internal rules fail to resolve difficulties in meaning, a court will interpret a contract with reference to its commercial purpose and the factual background from which it springs. The court tries to give effect to the whole of the document, but if necessary rejects repugnant words.

”If the language is capable of more than one meaning, I think the court is entitled to select the meaning which accords with the apparent commercial purpose of the clause rather than one which appears commercially irrational.”



ix. UCC §3-114 on Contradictory terms. Typewritten terms prevail over printed terms, handwritten terms prevail over typewritten or printed terms, and words prevail over numbers.

For a modern judicial perspective on British interpretation see Lord Hoffman’s comments in Investors Compensation Scheme Ltd v West Bromwich Building Society [1998] 1 WLR 896 at 912 (available on the British and Irish Legal Information Institute (BAILII) at http://www.bailii.org/uk/cases/UKHL/1997/28.html).

4. Contract Drafting Basics

4.1 Structure of a Contract

· Title

· Introductory paragraph, including the parties and the date of agreement

· Preamble / Recitals / WHEREAS Clauses (Statement of the background facts)

· Definitions

· Operative Clauses (including consideration, conditions, and closing)

· Representations, warranties, covenants, indemnities, guaranties, releases

· Events of default and remedies

· Boilerplate

· Signature Block

· Exhibits and Attachments

4.2 Title

The title is normally in all capital letters, centered and underlined. The title should identify the type of contract using a generic term.

4.3 Introductory paragraph

This paragraph is not numbered. This first paragraph identifies the parties and the type of transaction they are documenting, establishes defined terms for the parties, and provides a reference date for the document.

Example:

“This Agreement (hereinafter referred to as the "Agreement") is made by and between XYZ Inc. (hereinafter referred to as "Licensor"), a corporation with principal offices at 1 Main Street, Buffalo, New York, and ABC Company, a limited company with principal offices at 250 Zhong Zhen Road, Taipei, Taiwan (hereinafter referred to as "Licensee").”

4.4 Preambles / Recitals

These set the context for the agreement and are useful for later interpretation of the agreement. They also provide a place to list related transactional documents. Preambles are traditionally preceded by the word “WHEREAS”, though this is unnecessary. It is not necessary to title the section “Recitals”. 

Recitals should include facts that will help a later reader grasp the nature, purpose and basis for the agreement. Examples of appropriate facts include:

· the relationship and goals of the parties;

· the nature of the transaction; and

· other transactional documents and things associated with the transaction.

Immediately after the recitals, write a transition. Older contracts use archaic, unnecessary transitions such as:

“Know all men by these presents: Now, THEREFORE, and in consideration of the premises and mutual promises, terms and conditions stated herein, the parties do now AGREE as follows:”

In fact, it is just as effective and easier to write: “The parties agree as follows:”

4.5 Definitions

The purpose of definitions is to isolate a term or concept that is usually repeated in the agreement, and ensure that it will be given the same meaning each time.

Defined terms should be set out alphabetically in a separate section located near the beginning of the agreement. For short agreements, definitions could instead be introduced in the place where they first occur. 

Defined words should be distinguished from normal words. The most common way to do this is by using Initial Caps and treating it as a proper noun. It is important that defined terms are initial capped every time they are used.

Definitions may be either inclusive or exclusive:

Inclusive: “Intellectual Property” means intellectual property as that term is generally used and includes all patents, copyrights, and trademarks.

Exclusive: “Intellectual property” means patents, copyrights, and trademarks.

Note: Avoid substantive requirements in definitions. They are more likely to be overlooked. It is less easy to work with the document.

4.6 Signature Block

The signature block should begin by stating that, by signing the document, the parties are agreeing to its terms.

E.g. “The Parties agree to the terms of this Agreement above.”

For a natural person, a line with the person’s name underneath is used. For a corporate or limited liability signatory, identify both the entity and capacity of the person actually signing for such entity:

	Licensor

XYZ Inc.  

By: ________

Name: John Smith

Title: President


	Licensee

ABC Company

A Limited Company

By: __________

Name: Kevin Chang

Title: Owner


5. Contract Elements in Detail

5.1 Representations and Warranties

A representation is a statement of fact upon which another party is expected to rely. A warranty is one party’s assurance as to a particular fact coupled with an implicit indemnification obligation if that fact is false. The distinction between the two is not normally important if specific remedies are given in the contract. They are often coupled together and many practitioners may refer to both as representations.

The purpose of representations is to create a snapshot of facts that are important to the recipient’s business decision to enter into the transaction. Representations are meant to give one party some reassurance that the other party’s statements of fact are true. The party making a representation assumes the risk that if the representation is untrue, the other party will have a remedy. Representations are also used to shift the burden and cost of investigation and disclosure in the due diligence process.

Example:

“Licensor represents and warrants that Licensor has the right and authority to grant the licenses granted to Licensee in this Agreement and that this Agreement and the licenses granted in this Agreement do not and will not conflict with the terms of any agreement to which Licensor is a party.”

Representations are drafted in the present or past tense, not the future tense, to prevent them from being interpreted as covenants.

Lawyers are often closely involved in the process of getting the representations right. One of the primary purposes of representations is to discover negative facts. Once these facts come to light, they may give rise to substantive negotiations, which may in turn require that contract provisions be added or modified.

If information emerges that is inconsistent with the statements made in the representations, this information must be disclosed in the contract in order to make the representations true. There are two methods to introduce exceptions:

i. Use exclusions in the text of the representation.

ii. Use schedules and refer to them in the representation. This is useful where exceptions are numerous or disclosure is lengthy.

5. 2 Covenants

Covenants are ongoing promises by one party to take or not to take certain actions. There are three categories of covenants:

i. Affirmative covenants – promises to take specified actions

ii. Negative (restrictive) covenants – promises not to take specified actions

iii. Financial covenants – promises to maintain certain levels of financial performance.

Covenants are designed to ensure that a party receives the benefits that it bargained for in the operative provisions of the contract.

Covenants are generally drafted in the form of a “shall clause”, an active voice statement that identifies the party making the promise and states that promise directly.

Example:

“Licensee shall pay Licensor a royalty of five percent (5%) of Licensee's selling price for each Licensed Product manufactured, used, or sold by Licensee in the Territory or imported by Licensee into the Territory.”

There are two types of covenant exceptions: carveouts and baskets. A carveout has the function of removing, or carving out, part of the restriction created by the covenant. E.g. “The Borrower shall not sell any of its assets, except for the sale of obsolete equipment in the ordinary course of business.”

A basket creates the right to deviate from the covenant’s restrictions by some specified amount. The purpose is to give the restricted party a limited ability to deviate from a covenant’s restrictions. E.g. The Borrower shall not sell any of its assets, except for the sale of obsolete equipment in the ordinary course of business in an aggregate amount not to exceed $1,000,000.”

A contract usually provides for specific remedies in the event of a breach of a covenant. A party may seek a judicial order of specific performance forcing the covenanting party to perform.

Getting covenants to work involves getting your client to look into the future in order to build in necessary flexibility. It is not unusual for a business person to make incorrect assumptions regarding the covenant that could result in some necessary issue not being addressed. The best approach is to engage in a dialogue with the client when reviewing the agreement together.

5.3 Conditions Precedent

Conditions precedent are requirements that must be satisfied before a party is obligated to perform or before the contract is enforceable. For example, “Seller is not required to transfer the assets unless Buyer pays the purchase price”.

A failure by one party to satisfy its condition allows the other party to get out of the contract (or terminate certain obligations).

A simultaneous closing is where an agreement is executed and delivered at the same time so that all of the conditions precedent to the effectiveness of the agreement are satisfied.

A delayed closing is when an agreement is executed and delivered, but the conditions precedent are not satisfied until later. In a delayed closing, any element of uncertainty, discretion, subjectivity, or ambiguity included in a condition precedent can give one party a basis to claim that a condition is not satisfied and walk away from the transaction.

Why include conditions precedent at all if there is going to be a simultaneous closing? It is not a necessity, but it does serve two useful functions:

i. while the agreement is being negotiated, it creates a roadmap as to what the parties expect at the closing; and

ii. it creates a permanent record of what occurred at the closing.

Each party will want to minimize the number of conditions that it must satisfy, and at the same time will want to impose conditions on the other party that satisfy its own business and legal concerns about the deal.

Does the failure to satisfy a condition precedent always result in a termination of the contract? No, but it gives the other party a right to terminate which can be used as a bargaining tool.

Common examples of conditions:

· No breach – performance is not required if the other party has breached its covenants or representations.

· Bring-down of representations – Representations first made at the signing may be required to be brought down (made again) at closing.

· Certified organization documents (e.g. certificate of incorporation)

· Evidence of corporate action

· Incumbency certificate (attesting to the genuineness of signatures)

· Governmental approvals

· Third party consents

· Legal opinions

For complex deals, it is a good idea to make a “closing checklist”, listing all of the transaction documents and closing conditions, who is responsible for them, and their current status.

5.4 Remedy Provisions

There are two elements to a remedy provision:

- A Description of the event that gives rise to the right to a remedy (a triggering event)

- The remedies themselves

When a party is reluctant to covenant to something that it does not have the power to control, the solution is to frame these points as remedial events rather than as covenants.

There are four types of remedies: termination, acceleration, indemnification, and liquidated damages.


5.4.1 Termination


In the event of termination, neither party is required to continue performance under the contract.

Example:

“In the event Operator defaults in the performance of any covenant or agreement made hereunder, as to payments of amounts due hereunder or otherwise, and such defaults are not remedied to the Supplier’s satisfaction within ten (10) days after notice of such defaults, the Supplier may thereupon terminate this agreement and all rights hereunder of the Operator but such termination shall not affect the obligations of the Operator to take action or abstain from taking action after termination hereof, in accordance with this agreement.”

5.4.2 Acceleration

Acceleration is primarily found in debt financing agreements. Debt immediately becomes due. Mere threat of acceleration is often sufficient to cause the defaulting party to make significant concessions in exchange for the lender agreeing not to accelerate.

Example:

“Whenever, within the sole judgment of Seller, the credit standing of Buyer shall become impaired, Seller shall have the right to demand that the remaining portion of the contract be fully performed within ten (10) days.”

5.4.3 Indemnification

A party breaching its representations or covenants may be required to indemnify the other party for all costs, damages and losses as a result of the breach.

Liability is often limited by baskets, caps and termination provisions. If indemnification is not required for claims that are less than some specified dollar amount, that is referred to as a basket. A cap is a limitation on the maximum amount of payments required.

5.4.4 Liquidated Damages

Liquidated damages provide for one party to make a specific payment to the other party upon the occurrences of certain events, e.g. a severance payment under an employment agreement to an employee who is terminated other than for good cause.

Liquidated damages may be characterized as an unenforceable penalty unless the actual amount of damages in the event of a breach would be difficult to compute and the amount of liquidated damages represents a good faith attempt to estimate the actual damages that may be suffered. Liquidated damage provisions often recite that these elements are present – although a court is likely to look through any such conclusory statement to the underlying substance.

5.4.5 Softening remedies

Two ways a remedy can be softened are “materiality” and “grace periods”.

The concept of ‘materiality’ can be used to prevent a remedy provision from having too harsh an effect. E.g. “… [Breach] in any material respect”. This limits the breaches giving rise to the remedy to those that are material. The question of what breaches are or are not material can become the subject of debate.

In the case of a grace (or cure) period, a remedy will be available only after a specified period of time has elapsed following the event. If the act or condition at issue is cured during the grace period, the remedy is never triggered. 

Example:

“In the event Operator defaults in the performance of any covenant or agreement made hereunder, as to payments of amounts due hereunder or otherwise, and such defaults are not remedied to the Supplier’s satisfaction within ten (10) days after notice of such defaults, the Supplier may thereupon terminate this agreement and all rights hereunder of the Operator but such termination shall not affect the obligations of the Operator to take action or abstain from taking action after termination hereof, in accordance with this agreement.”

(If the default is remedied within 10 days the agreement is not terminated.)

5.5 Softening Contract Provisions
This is the introduction of subjective standards which necessarily introduce a “gray area” into the provisions in which they are used. One of the most common gray areas is best efforts.

	Weak
	Good Faith


	Genuine attempt to meet the stated goal

	
	Reasonable Efforts


	

	
	Diligent Efforts


	

	Strong
	Best Efforts
	Obligation to use all possible financial resources to achieve the desired goal.


There are a number of reasons why parties may want to include a “best efforts” provision:

· Parties have developed a trust level between them and do not want to disrupt the relationship by pressing for more precision

· Parties are unable to predict market acceptance of the product

· Drafters think it has a well-recognized meaning

However, “best efforts” invites litigation (in Canada it means “leaving no stone unturned”. US case law suggests that the inclusion of a “best efforts” clause may give rise to an almost fiduciary level duty on the part of the burdened party. In Bloor v. Falstaff Brewing Corp. 454 F.Supp. 258 (S.D.N.Y. 1978) a retailer breached a best efforts clause when it allowed plaintiff’s beer brand sales to plummet while the retailer implemented a business strategy to maximize its own profits. Only include a “best efforts” clause if you define what “best efforts” means and provide an objective measure (such dollars or time spent).

It is better to phrase that is not ambiguous. For best efforts in relation to performance, one should specifically state the intended performance.

6. Boilerplate Provisions

“Boilerplate” is the term used for those standard provisions inserted at the end of almost every transactional document. They represent an opportunity for pre-litigation planning. Boilerplate provisions should not be taken for granted; lawyers should not simply incorporate standard provisions without thought or analysis.

6.1 Arbitration

Arbitration is often preferable to litigation in court. It is more private, less costly, and quicker. It also eliminates the civil jury. Without a jury, the parties are faced with the cold, hard facts of their cases and the legal arguments involved, and have less incentive to roll the dice with a law jury that may be swayed by theatrics, passion, rhetoric, and prejudice. 

In many states of the US, the decision of an arbitrator acting under a binding arbitration clause is final and cannot be reviewed by a court unless the decision violates fundamental public policy or the arbiter is shown to be deranged or incompetent.

The agreement to arbitrate should be mutual: all parties should be required to arbitrate.

Example:

“Any controversy or claim arising out of or relating to this Agreement, or its breach, is to be settled by arbitration administered by [organization] in accordance with its [subject matter] Rules.”
Issues to consider when drafting an arbitration provision:

· How does a party start the arbitration process?

· Where will the arbitration be conducted?

· How is an arbiter selected?

· How will the parties present their cases?

· Will there be discovery or disclosure of facts?

· Do rules of evidence apply?

· What substantive law will apply?

· Is there an opportunity to challenge the arbiter’s ruling, and if so, how?

· Is the ruling binding or merely advisory?

An alternative to arbitration is pre-suit mediation and waiver of a jury trial.

Example:

“The parties shall first try in good faith to settle by mediation any dispute arising out of or relating to this Agreement or its breach. The mediation is to be administered by _____________. If the mediation is unsuccessful, the parties may then resort to arbitration, litigation or another dispute resolution procedure.”

6.2 Choice of Law

The contract is to be interpreted and enforced under the law of a particular jurisdiction. This provision should never be omitted from any contract, no matter how short or informal. It specifies that all substantive legal issues arising in connection with the enforcement or interpretation of the contract are to be resolved by looking to the law of the chosen jurisdiction.

Example:

“This Agreement and the rights and obligations of the parties hereunder shall be governed by, and construed and interpreted in accordance with, the laws of the State of New York, without regard to its choice of laws principles.”

6.2.1 What law should be selected to govern a contract?

Most states will enforce the parties’ choice of its law as the governing law of a contract only if there are sufficient contacts with that state. The contract requirement may be satisfied, for example, if one or more parties is incorporated or resident in that state, the contract involves property located in the state, or payments are to be made from or into the state. The failure to ensure that there are sufficient contacts to support the contractual choice of law can have unpleasant consequences. The party that would benefit from the application of another state’s law may argue that the choice of law was invalid and that the law of a different state should be applied based on common law choice of law principles.

6.3 Consent to Jurisdiction
This provision is designed to ensure that a dispute regarding the contract will be heard in a particular court. This is achieved by having the parties agree that they are subject to the personal jurisdiction of such courts. They waive the right to assert that a proceeding in the specified jurisdiction is in an improper or inconvenient.

Example:

“Each party shall submit to any court of competent jurisdiction for purposes of the enforcement of any award, order or judgment. Any award, order or judgment pursuant to arbitration is final and may be entered and enforced in any court of competent jurisdiction.”
It is customary to state that the consent to jurisdiction is nonexclusive. The provision often states that service of process in any litigation may be made by mail sent in accordance with the notice provision of the contract.

6.4 Waiver of Trial by Jury

This is usually binding on both parties to counteract the concern that the waiver of a jury trial may not be upheld by a court that determines the waiver was obtained as a result of greatly unequal bargaining power. This provision in often written in block capitals in order to satisfy the requirement imposed by some jurisdictions that such waivers be conspicuous.

Example:

“Each party knowingly, voluntarily, and intentionally waives its right to a trial by jury to the extent permitted by law in any action or other legal proceeding arising out of or relating to this Agreement and the transactions it contemplates. This waiver applies to any action or other legal proceeding, whether sounding in contract, tort or otherwise. Each party acknowledges that it has received the advice of competent counsel.”
6.5 Counterparts

This provision states that a contract may be executed separately by the parties. The signatures of the parties do not need to be on the same piece of paper. This is common where signatories may be spread around the globe.

Example:

“The parties may execute this Agreement in multiple counterparts, each of which constitutes an original, and all of which, collectively, constitute only one agreement. The signatures of all of the parties need not appear on the same counterpart, and delivery of an executed counterpart signature page by facsimile is as effective as executing and delivering this Agreement in the presence of the other parties to this Agreement. This Agreement is effective upon delivery of one executed counterpart from each party to the other parties. In proving this Agreement, a party must produce or account only for the executed counterpart of the party to be charged.”

6.6 Headings

This provision prevents the parties from making arguments based on headings that are incorrect or badly written.

Example:

“The descriptive headings of the Articles, Sections and subsections of this Agreement are for convenience only, do not constitute a part of this Agreement, and do not affect this Agreement’s construction or interpretation.”
6.7 Severability

If a provision in the agreement is found to be legally prohibited or unenforceable, the offending provision is “severed” from the rest of the agreement which otherwise continues to operate as originally written. Otherwise, there is a risk that a course may refuse to enforce the entire contract.

Example:

“If any provision of this Agreement is determined to be invalid, illegal or unenforceable, the remaining provisions of this Agreement remain in full force, if the essential terms and conditions of this Agreement for each party remain valid, binding, and enforceable.”

6.8 Integration (Merger) Clause

This clause provides that the agreement is the entire and exclusive agreement between the parties with respect to its subject matter. The clause prevents the parties from arguing that there are side agreements or understandings that are not set forth within the four corners of the agreement. If there are such other agreements, they should be explicitly excluded from the effect of the integration clause.

Example:

“This Agreement constitutes the final agreement between the parties. It is the complete and exclusive expression of the parties’ agreement on the matters contained in this Agreement. All prior and contemporaneous negotiations and agreements between the parties on the matters contained in this Agreement are expressly merged into and superseded by this Agreement. The provisions of this Agreement may not be explained, supplemented or qualified through evidence of trade usage or a prior course of dealings. In entering into this Agreement, neither party has relied upon any statement, representation, warranty or agreement of the other party except for those expressly contained in this Agreement. There are no conditions precedent to the effectiveness of this Agreement, other than those expressly stated in this Agreement.”

6.9 Waivers

A party might argue that a waiver granted by the other party should be broadly interpreted to cover events and circumstances other than those to which it was originally addressed. A waivers provision can prevent this.

Example:
“(a)
No Oral Waivers. The parties may waive this Agreement only by a writing executed by the party or parties against whom the waiver is sought to be enforced.

(b)
Effect of Failure, Delay or Course of Dealing. No failure or delay 

(i)
in exercising any right or remedy, or

(ii)
in requiring the satisfaction of any condition,


under this Agreement, and no act, omission or course of dealing between the parties, operates as a waiver or estoppel of any right, remedy or condition.

(c) Each Waiver for a Specific Purpose. A waiver made in writing on one occasion             is effective only in that instance and only for the purpose stated. A waiver once given is not to be construed as a waiver on any future occasion or against any other Person.”
6.10 Amendments

Any amendments to the contract should be made in writing and signed by all parties.

Example:

“The parties may amend this Agreement only by a written agreement, signed by the parties, that identifies itself as an amendment to this Agreement.”
6.11 Assignment and Delegation

Parties may wish to restrict the other party’s assignment of rights and delegation of duties under a contract. 

Example of Assignment and Delegation:

“(a)
No Assignments. No party may assign any of its rights under this Agreement, except with the prior written consent of the other party. That party shall not unreasonably withhold its consent. All assignments of rights are prohibited under this subsection, whether they are voluntary or involuntary, by merger, consolidation, dissolution, operation of law or any other manner. For purposes of this Section,

(i)
a “change of control” is deemed an assignment of rights; and

(ii)
“merger” refers to any merger in which a party participates, regardless of whether it is the surviving or disappearing corporation.

(b) No Delegations. No party may delegate any performance under this Agreement.

(c) Ramifications of Purported Assignment or Delegation. Any purported assignment of rights or delegation of performance in violation of this Section is void.
6.12 Costs and Expenses

This provision specifies how the parties’ costs and expenses relating to the transaction are allocated. If each party is responsible for its own costs and expenses, that fact should be stated to avoid any possible disputes.

“Except as expressly provided in this Agreement, each party shall pay its own fees and expenses (including, without limitation, the fees and expenses of its agents, representatives, attorneys, and accountants) incurred in connection with the negotiation, drafting, execution, delivery, and performance of this Agreement and the transactions it contemplates.”

6.13 Further Assurances

This is a comfort provision so that unforeseen matters will be appropriately addressed. But it may be ineffective to address an unresolved issue that will result in a meaningful economic or other cost to one of the parties.

“The parties agree to do such further acts and things and to execute and deliver such additional agreements and instruments as may be reasonably necessary to give effect to the purposes of this Agreement and the parties’ agreements hereunder.”

7. Patent Licensing

7.1 What is a License?

A license is permission to do something the granting party (the licensor) has the right to otherwise prohibit.

An exclusive license is all but ownership of the property. The grant of an exclusive license puts the licensor out of business, to the extent of the license.

A non-exclusive license is mere permission to use the licensed property in some limited manner.

In a paid-up license, royalties are paid in a lump sum. In a running royalty license, periodic payments are made based on sales.

A cross license is an exchange of rights between two intellectual property owners (often without any royalties).

7.2 Structure of a License agreement

· Title

· Introductory Paragraph

· Preamble / Recitals

· Definitions

· Grant

· Royalties

· Representations and Warranties

· Term and Termination

· Boilerplate provisions 

· Signature Block

7.3 Definitions

The following must be defined: Licensed Patents, Licensed Products, and Territory. These define the scope of the license.

7.3.1 Licensed Patents

“Licensed Patents… and any continuations, continuations-in-part, divisions and reissues thereof.”

This is intended to ensure that any future patent(s) arising out of the patent application(s) that mature into the enumerated patent(s) are included in the license, along with any patents resulting from the correction of any enumerated patent (the reissues). Sometimes the provision is expanded to include “…and any foreign equivalents or any foreign patents claiming the benefit thereof.”

7.3.2 Licensed Products

“Licensed Products” are those that may be produced, used, offered for sale, sold, or imported by the licensee under the terms of the license. At one extreme this may include “any product covered by one or more claims of any of the Licensed Patents including, but not limited to, the following products:…”.  At the other extreme it may only be a single, specified product or model.

7.3.3 Territory

Territory may encompass the entire country where Licensed Patents are in effect. Territory may be limited to a single location, such as “Licensee’s business establishment located at [street address].”

A license should not require the payment of royalties in respect of sales occurring after the expiration of the licensed patent, or in respect of activities that occur outside of the territory of the nation that issued the patent.

7.4 Patent Marking Provisions

A patent infringer has constructive notice if the patented product is marked with the patent number. It is extremely important to a patentee that all licenses include provisions requiring the licensees to mark licensed products with the relevant patent numbers and that the licenses comply with these requirements.

Example:

“During the Term of this Agreement, Licensee shall affix to Licensed Products a statement in substantially the form: "U.S. Patent Nos. ______________." The Licensee shall provide Licensor with the samples of its Licensed Products evidencing proper marking as required hereunder. From time to time, and within a reasonable time after written notice from Licensor, Licensor shall have the right to inspect Licensee's Licensed Products to determine if Licensee is marking in accordance with this paragraph.”

7.5 Patent Enforcement

A prospective license may seek to insert a requirement that the patentee enforce the licensed patents against any infringer. Note the cost of this though and de minimus infringement.

A licensee that shares in paying enforcement costs should be entitled to a corresponding share of any recovery. Note that the average cost of patent litigation in the United States is $2 million. The licensee may seek a provision that no royalties will accrue while the infringement continues. Note: non-exclusive licensees do not have standing; they can only sue by joining the patentee as a plaintiff.

7.6 Representations and Warranties

A prospective licensee will request that the patentee warrant that the licensed patents are valid and enforceable and that the manufacture, use, sale, offer for sale, or importation of Licensed Products will not infringe the rights of any third party. Some prospective licensees go even further, demanding that the patentee warrant that “use of the patented invention” will not infringe any third-party rights. This is unreasonable: it is virtually impossible to identify all of the relevant prior art. At most, a patentee can represent that it is presently unaware of any prior art – or any reason that would render the licensed patent invalid. It is impossible to be aware of all the various property rights that might be asserted by some third party. Again, the patentee can represent it is presently unaware of any third-party rights that would be infringed.

A prospective licensee may request a warranty that the licensor has no other patent that would be infringed by licensee’s actions under the license. This is not unreasonable. A licensor that might expect to acquire additional patents in the future may wish to limit itself to a representation that it presently has no other such patent.

7.7 Improvements

A licensee may request that rights to any improvements of the Licensed Patents subsequently made by the patentee be included in the license.

Any patents on the improvements will expire after the expiration of the patent(s) on the original or basic invention. Therefore inclusion of rights to the use of future improvements could extend the term of the license

It is common for licensors to request a nonexclusive license of such improvements. US restraint of trade rules might invalidate any provision that does more than require the licensee to grant the licensor a worldwide, nonexclusive, royalty-free license with the right to grant sublicenses. Be aware of local anti-restraint of trade rules.
Example:

“During the life of this Agreement, Licensee shall notify Licensor upon discovery of improvements to the technology of the Licensed Patents and Licensed Products herein licensed.  Licensee shall provide Licensor with a nonexclusive, royalty-free license to utilize Licensee’s said improvements.”
7.8 Indemnification

Although it is unlikely that a patent licensor will be held legally responsible for any injury or damage caused by the products or services of a licensee, it is nevertheless universal practice to demand indemnification for any such claims.

Example:

“Licensee shall at all times during the term of this Agreement and thereafter indemnify, defend, and hold Licensor, its directors, officers, employees, and affiliates harmless against all claims, proceedings, demands, and liabilities of any kind whatsoever, including legal expenses and reasonable attorneys' fees, arising out of the death of or injury to any person or out of any damage to property, or resulting from the production, manufacture, sale, use, lease, or advertisement of Licensed Products or arising from any obligation of Licensee under this Agreement.”

7.9 Royalty Rate

On the question of patent license royalty rates, the leading case is Georgia-Pacific which lists 15 factors to be considered by the court when determining a rate.

1. The royalties received by the patentee for the licensing of the patent in suit, proving or tending to prove an established royalty

2. The rates paid by the licensee for the use of other patents comparable to the patent in suit.

3. The nature and scope of the license, as exclusive or non-exclusive; or as restricted or non-restricted in terms of territory or with respect to whom the manufactured product may be sold.

4. The licensor's established policy and marketing program to maintain his patent monopoly by not licensing others to use the invention or by granting licenses under special conditions designed to preserve that monopoly

5. The commercial relationship between the licensor and licensee, such as whether they are inventor and promoter.

6. The effect of selling the patented specialty in promoting sales of other products of the licensee; that existing value of the invention to the licensor as a generator of sales of his non-patented items; and the extent of such derivative or convoyed sales.

7. The duration of the patent and the term of the license.

8. The established profitability of the product made under the patent, its commercial success, and its current popularity.

9. The utility and advantages of the patented property over the old modes or devices, if any, that had been used for working out similar results.

10. The nature of the patented invention; the character of the commercial embodiment of it as owned and produced by the licensor; and the benefits to those who have used the invention.

11. The extent to which the infringer has made use of the invention; and any evidence probative of the value of that use.

12. The portion of the profit or of the selling price that may be customary in the particular business or in comparable business to allow for the use of the invention or analogous inventions.

13. The portion of the realized profit that should be credited to the invention as distinguished from non-patented elements, the manufacturing process, business risk, or significant features or improvements added by the infringer.

14. The opinion testimony of qualified experts.

15. The amount that a licensor (such as the patentee) and a licensee (such as the infringer) would have agreed upon (at the time the infringement began) if both had been reasonably and voluntarily trying to reach an agreement; that is the amount which a prudent licensee—who desired, as a business proposition, to obtain a license to manufacture and sell a particular article embodying the patented invention—would have been willing to pay as a royalty and yet be able to make a reasonable profit and which amount would have been acceptable by a prudent patentee who was willing to grant a license.

8. A Solution to the Patent Licensing Scenario

The Scenario restated:

“ABC Taiwanese electronics manufacturer (the Licensee) wants to be licensed by XYZ American company (the Licensor), incorporated in Delaware. The Licensor holds a patent for a component used in the manufacture of LCD screens. The Licensee would like to use this patent to manufacture LCD screens in Mainland China and export the products to the US.”

Let’ presume that XYZ will grant an exclusive license with a royalty rate of 2% based on gross sales. The period of the agreement will be the duration of the patent. Improvements made by the licensee will be licensed back to the licensor (a non-exclusive, royalty free worldwide license). If a dispute arises the parties will go to arbitration (as it is cheaper and faster).

Refer to the handout on “Checklist of Patent License Terms” and then the “Model License Agreement” for an example of how the agreement could be drafted.

9. Final Thoughts: Suggested Aids to Contract drafting in English

9.1 Precedent documents

Precedents (also known as exemplars) are old contracts that can be used as a model for future transactions.

“Precedents contain provisions that address issues in ways that are generally accepted in the legal and business communities, and boilerplate provisions that have been used and accepted in previous transactions are less likely to require careful review and negotiation.”

Tip: Try to find two or three precedents that closely match the transaction at hand. Be careful though:

“If instead of a model form, the precedent is an agreement from a previous transaction, particular care must be taken to distinguish between standard provisions and the provisions that were specifically negotiated… It can be very damaging to unknowingly give something up in the first draft by including a concession made in a previous transaction. The inexperienced lawyer may have a difficult time distinguishing between boilerplate and negotiated provisions.”

Tip: Obtain the first draft of the precedent and compare it to the final version.

9.2 Other Aids to Drafting

· An English-English dictionary (such as the Collins COBUILD Advanced Learner’s Dictionary)

· A Grammar reference (such as Swan’s Practical English Usage)

· A good law dictionary (such as Black’s Law Dictionary)

· A style guide (Garner’s Elements or Legal Style or his Manual of Style for Contract Drafting)
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