


Finally, get advice from expert lawyers and accountants.  
What royalty figures will work for you and how and 
when will they be paid? The royalty rate of 5% of 
net sales is frequently negotiated in many industries, 
including automative, chemical, communications, 
computers, defence, energy, electronics, food, 
franchises, glass, household products, mechanical, 
medical, photography, sports, toys and waste treatment. 
Higher royalty rates, for example above 15%, exist 
in some industries, but they are rare and are usually 
associated with profitable technologies or where 
higher margins can be justified. A specialist lawyer and 
accountant will help steer you through the minefield 
of “net” versus “gross” royalty payments and how 
to calculate them. They will also advise on upfront 
payments and minimum and maximum royalties.  
This is by far one of the most complex areas of 
negotiation and one which heavily influences the 
profitability of the licensor. It may be expensive to  
get advice, but getting the basics wrong will prove  
far more expensive in the long run. 
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Top 10 Tips for Negotiating Licenses

Consider the type of licence that you are 
going to grant, e.g. exclusive, non-exclusive 
or sole licence, and whether it should be 
limited by field of use and/or territory.

Consider carefully whether the licensee will  
be able to sub-license to a third party and  
on what basis. 

Consider asking a licensee to enter into a 
non-disclosure / confidentiality agreement 
before disclosing any information.

Have a clear licensing strategy for who you 
are going to license to – consider whether 
you need to establish a clear advantage in the 
marketplace before licensing to competitors. 

Remuneration for a licensor can be by way  
of a license fee or by way of royalties. Decide  
on what basis the licensee will be expected  
to make payment.

If you are providing a license of your 
technology consider if you will provide the 
licensee with technical assistance and support 
and if you will charge for these services? 

Consider a clause dealing with ownership  
of any improvements in licensed technology. 

Duration of licence – how long will the  
licence last? 

Ensure the licence agreement clearly sets  
out the circumstances in which the 
arrangement may be terminated and 
consequences of termination.

Consult specialist accountants or  
solicitors for advice on the value of  
your intellectual property and the terms  
of the licence agreement.
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Honeyman Group

The Honeyman Group is a UK based consultancy 
company operating in the pharmaceutical and 
biotechnology sectors. Over the past few years,  
the company has successfully developed new process 
technology for which it obtained some worldwide 
patent and trade mark protection. The potential and 
scope for this technology went beyond the existing 
UK and Irish markets of the company’s core business 
activity, and it also had the potential to move into 
several other market sectors. A strategy needed 
to be developed to move the company forward 
maximising rollout efficiency and returns. 

The method chosen by the Honeyman Group  
was to first spin out the IP into a new company. 
“NewCo” was formed as a vehicle with the specific 
purpose of rolling out the technology across the 
World and was geared to this task, unlike the core 
consulting business which clearly was not. As part 
of the process, NewCo gave an exclusive license back 
to the core business to use the technology in the UK 
and Irish pharmaceutical and biotechnology sectors, 
so there was no effective change for the existing 
business. Thus, NewCo was able to enter discussions 
with a number of potential licensees and partners 
around the world, and was free and unencumbered 
in these negotiations towards optimising the overall 
outcome on a case-by-case basis.

Whilst IP was at the heart of this operational 
strategy, its use also enabled the Honeyman Group 
to optimise its wider business and commercial 
objectives in areas such as equity, funding,  
and tax planning.

Trevor Honeyman, chairman of the Honeyman 
Group Ltd says: – “Overall, we are very happy with 
the outcome which made best use of IP to deliver 
our long-term goals and objectives”.
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Once you have got your licensing project up and 
running, it is important to maintain a good dialogue 
with and ongoing support for your licensee. Regular 
input on marketing strategy can be a useful way not 
just of steering your product, but also of gaining 
insight into what is happening in other markets. If your 
licensee gets useful feedback from customers, or indeed 
develops the product for a local market, then you will 
need to know.

Regular visits will also reduce the likelihood of being 
hoodwinked over royalty payments. It is often quite 
easy to do a quick audit and see if the licensee is  
really being honest about what they sell. But it is 
almost impossible to do this from afar. A regular visit 
will also flush out why something is or is not working  
in a particular market. Poor sales could be due to  
a number of reasons – not just poor performance  
of the local licensee. It can also help both parties  
plan what sales targets are realistic going forward.  
If the licensee provides raw materials or products  
then this information will help business planning  
back in the UK to ensure figures for required materials 
is accurate for the forthcoming period. It will also  
be useful information for investors, the bank and  
other interested parties such as shareholders.

A good accountant who knows about licensing can 
help with things such as establishing benchmarks for 
sales and profit. They can also help establish auditing 
patterns and identify the best payment mechanisms  
for licensors. By way of example, payment of royalties 
may be best done in sterling rather than risk the 
vagaries of currency fluctuations. It may be better  
for cash flow purposes to be paid monthly rather  
than quarterly. You may also need to bear in mind 
whether or not certain countries can actually make 
payments overseas and how quickly. If you suspect 
royalties have not been paid correctly, the licence 
agreement should contain an audit clause that will 
allow you to instruct an accountant to check the  
books and records of your licensee.

KEEPING THE PROJECT 
MOVING FORWARD
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AN INTRODUCTION  
TO FRANCHISING

Franchising is a much abused term in the English 
language. It is used to describe many business 
relationships but, in its true legal sense, it is a particular 
form of licensing. Franchising usually occurs where one 
company has a tried and tested product and business 
model. This tried and tested business can then be rolled 
out to other potential businesses on a nationwide or 
indeed international basis. Franchising is particularly 
popular in the USA.

Successful franchising occurs in a range of industries 
and often works well where there is a customer service 
element as well as a recognised product and brand. 
Examples of successful franchising include McDonalds 
as a fast food retailer and AutoGlym which sells car  
care products. 

In franchising the “know-how” of a business i.e.  
its underlying business strategy is key to its success. 
Franchising works particularly well where the franchisor 
advertises on a national basis and brings a well-known, 
tried and tested brand to the market. The franchisee 
gets the benefit of a head start in business by selling 
well-known goods and services. In simple terms  
a franchise is a sophisticated know how and trade  
mark licence. In order to maintain brand standards  
the franchisor will often control the supply chain and 
direct that products are sourced from specific suppliers 
and are sold in a particular way. The franchisor may  
also specify things such as staff training and may 
coordinate new customer enquiries which will come  
in via their national network. 

As with licensing, franchising can be extremely flexible 
and can work very well for both parties provided that 
the franchise agreement is drafted fairly. Franchisees 
pay a royalty for the benefit of using the brand, the 
know-how and the franchisor’s expertise. In return 
the franchisor gets the benefit of nationwide market 
penetration and can enjoy considerable success from  
a royalty stream.

Exhibitions are held around the country where you 
can visit businesses offering a franchise and discuss 
how it works. The British Franchise Exhibition is one. 
Attending a show like this can give you the opportunity 
to have an initial look at what is on offer and is also 
the source of valuable advice and information.

In order to avoid legal pitfalls and getting tied into 
onerous terms it is important to have the support you 
need from experienced legal advisors and accountants. 
Some franchise agreements contain unfair obligations 
and liabilities on you as the franchisee. Remember the 
old adage an ounce of prevention is worth a pound  
of cure. Other business support organisations may also 
be able to offer you advice and guidance on setting up 
such a business.
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CIA WORLD FACTBOOK
The US Central Intelligence Agency (CIA), publishes 
information on many key characteristics of world 
markets. Categories include economy; people; 
geography; communications, transportation  
and the military.

www.cia.gov/cia/publications/factbook

INTELLECTUAL PROPERTY OFFICE
Information regarding copyright, design, trademarks 
and patents. 

www.ipo.gov.uk

LICENSING EXECUTIVES SOCIETY 
INTERNATIONAL
The Licensing Executives Society International  
(LESI) is an association of 33 national and regional 
societies, each composed of men and women  
who have an interest in the transfer of technology,  
or licensing of intellectual property rights – from  
technical know how and patented inventions  
to software, copyright and trademarks.

www.lesi.org 

UK TRADE & INVESTMENT
Extensive information on all UK Trade & Investment 
services including a section on Investing Overseas. 

For more information, visit www.ukti.gov.uk 

FOREIGN AND COMMONWEALTH OFFICE
Country information and up-to-date travel advice.

www.fco.gov.uk 

HM REVENUE AND CUSTOMS (HMRC)
HMRC provide a wide range of information and guides 
to assist companies trading overseas. Guides include 
introductions to import & export; classifying your 
goods; reliefs and exemptions; monthly updates on 
tariffs, duty schedules and trade statistics.

www.hmrc.gov.uk

DOING BUSINESS – THE WORLD BANK GROUP
Contains individual country and regional profiles which 
focus on regulations, protection of property rights and 
constraints with quantitative indicators for each.

www.doingbusiness.org

CORRUPTION PERCEPTION INDEX
Produced by Transparency International Limited, 
and providing an index of the perception levels of 
corruption worldwide.

www.transparency.org
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UK Trade & Investment is the Government 
organisation that supports both companies 
in the UK trading internationally and 
overseas enterprises seeking to locate 
in the UK. Our role is to help companies 
realise their international business 
potential through knowledge transfer, and 
on-going partnership support. Our position 
within Government, in-depth knowledge of 
UK regional business and a global network 
make us a unique strategic resource.

Where to go for advice 
and support
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Liz Ward is Principal at Virtuoso Legal, a specialist legal 
practice. Liz is acknowledged as a “Leader in her field” 
by the 2010 edition of Chambers and is also ranked in 
the Legal 500. 

Liz has specialised in Intellectual Property and 
Information Technology law and her expertise 
encompasses an in-depth knowledge relating to 
patents, trade marks, copyright, design rights, software 
and confidential information.  

The work undertaken by Virtuoso Legal includes 
both litigation in the High Courts and also licensing 
software, know-how, technology and brands in order to 
make income streams for companies.  

A member of the Chartered Institute of Patent Agents 
(CIPA) and the Institute of Trade Mark Attorneys 
(ITMA), Liz is also currently Chair of the North East 
Section of the Licensing Executives Society (LES) and 
regularly lectures and writes on matters relating to IP 
law. 

For more information: www.virtuosolegal.com 

Elizabeth Ward
Principal Virtuoso Legal
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A range of UK Government support is available from a portfolio of initiatives 
called Solutions for Business. The “solutions” are available to qualifying 
businesses, and cover everything from investment and grants through to 
specialist advice, collaborations and partnerships.

UK Trade & Investment is the government organisation that helps UK-based 
companies succeed in the global economy, and is responsible for the delivery 
of the two SfB products “Developing Your International Trade Potential” and 
“Accessing International Markets”. 

We also help overseas companies bring their high-quality investment to the  
UK’s dynamic economy – acknowledged as Europe’s best place from which  
to succeed in global business.

UK Trade & Investment offers expertise and contacts through its extensive 
network of specialists in the UK, and in British embassies and other diplomatic 
offices around the world. We provide companies with the tools they require  
to be competitive on the world stage.

For further information please visit www.ukti.gov.uk   
or contact us at our regional office below:

UK TRADE & INVESTMENT 
Yorkshire & Humber Victoria House,  
2 Victoria Place, Leeds LS11 5AE 

Tel: 0113 394 9825  
Fax: 0113 394 9834  
Email: info@uktiyh.org.uk

Whereas every effort has been made to ensure that the information given in this document is 
accurate, neither UK Trade & Investment nor its parent Departments (the Department for Business, 
Innovation and Skills (BIS), and the Foreign & Commonwealth Office), accept liability for any errors, 
omissions or misleading statements, and no warranty is given or responsibility accepted as to the 
standing of any individual, firm, company or other organisation mentioned. 

The paper in this document is made from 50 per cent genuine waste pulp and 50 per cent ECF pulp 
from well managed forests. The inks are vegetable oil-based and contain resins from plants/trees and 
the laminate on the cover is sustainable, compostable and can be recycled. Published January 2010 
by UK Trade & Investment © Crown Copyright. 

Published October 2010 by UK Trade & Investment  
© Crown Copyright 
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ACCESSING INTERNATIONAL MARKETS
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