IP Perspective: Actual Test and Footstar
Approach Govern DIP’s Ability to Assume
Patent and Technology License”

Mark Douglas™

*© Copyright 2007 Jones Day. All rights reserved.
Reprinted with permission. The content of this
article is intended to provide a general guide to the
subject matter. Specialist advice should be sought
about your specific circumstances.

** Mark Douglas is the managing editor of the Jones
Day Business Restructuring Review, a bimonthly
newsletter discussing recent developments in
bankruptcy, restructuring, distressed mergers and
acquisitions, and related issues.

Lawmakers’ efforts to overhaul the
nation’s bankruptcy laws two years ago as
part of the sweeping reforms implemented
by the Bankruptcy Abuse Prevention
and Consumer Protection Act of 2005
(BAPCPA) failed to resolve a number of
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important business bankruptcy issues
that have been and continue to be the
subject of protracted debate among
the bankruptcy and appellate courts.
One lingering controversy concerns
restrictions in the Bankruptcy Code on
the ability of the bankruptcy trustee or
Chapter 11 debtor-in-possession (DIP) to
assume “executor” contracts that cannot
be assigned without consent under
applicable non-bankruptey law.

On one side of the divide stand the
circuit courts of appeal for the Third,

continued on page 2

In this issue of Corporate Counsel’s Licensing Letter, we are very
pleased to include an article written by Mark Douglas of Jones Day, which
discusses the split in the federal circuit courts concerning bankruptcy and
the assumption of intellectual property license agreements. We would like
to thank Mr. Douglas and Jones Day for allowing us to share this article
with our readers. We have also included an example of a technology
license agreement between a private research and development company
and a university. Under this agreement the university grants the company
an exclusive right to make, have made, use, import, sell, or otherwise

commercialize the licensed products.

40598776

Very truly yours,
Jeanne D. Wertz
Senior Attorney Editor

ISSUE NO. 86

May 2008

Letter from the Editor...........

IP Perspective: Actual Test
and Footstar Approach

Govern DIP’s Ability

to Assume Patent and

Technology License.

Technology License

Agreement between
the Board of Trustees

of the University of
lllinois and Acuity
Pharmaceuticals, Inc



Fourth, Ninth, and Eleventh Circuits. These courts, ap-
plying the “hypothetical test,” have held that §365(c)(1)
of the Bankruptcy Code should be strictly interpreted to
prohibit the assumption of any unassignable contract,
whether or not the DIP or trustee intends to assign it.
Arrayed against them is the First Circuit as well as the great
majority of lower courts, which have applied the “actual
test” in ruling that unassignable contracts can be assumed
if the DIP intends to continue performing under them. Yet
another view—the Footstar approach—permits a DIP to
assume such a contract, but not a bankruptcy trustee. A
ruling recently handed down by a New Mexico bankruptcy
court suggests that the Tenth Circuit Court of Appeals
may soon have an opportunity to weigh in on the issue.
In In re Aerobox Composite Structures, LLC, the court
adopted the actual test and the Footstar approach, holding
that a Chapter 11 debtor licensee was not precluded from
assuming a patent and technology license agreement.

Key Points

— A widening rift exists among the circuit and lower
courts concerning the ability of a DIP to assume an
executory contract if applicable non-bankruptcy
law excuses the non-debtor contracting party from
accepting performance from or rendering perfor-
mance to anyone other than the debtor. Courts have
developed three different approaches to the issue.

1. Under the “hypothetical test,” a DIP cannot
assume or assign such a contract.

2. Under the “actual test” a DIP will be prohibited
from assuming such a contract only if it intends
to assign the contract to a third party.

3. Under the Footstar approach, a DIP may assume
such a contract, but a bankruptcy trustee may
not.

— Congress had an opportunity to resolve the con-
troversy when it enacted BAPCPA in 2005, but the
reforms made no changes to §365(c)(1). It may be
left to the U.S. Supreme Court to address an issue
thatis of vital importance to licensees of intellectual
property and patents.

I. Assumption, Rejection, and Assignment of
Executory Contracts

Section 365(a) of the Bankruptcy Code allows a DIP
or bankruptcy trustee to “assume” (reaffirm) or “reject”
(breach) most kinds of contracts or agreements that are
in force—in bankruptcy parlance, “executory”—as of the
filing date. In a Chapter 11 case, the decision to assume or
reject contracts (other than non-residential real property
leases) can be made at any time prior to confirmation of a
Chapter 11 plan, unless the court orders otherwise upon
request of the non-debtor contracting party. This latitude
affords the DIP an opportunity to determine which of its
executory contracts should be retained because they are
beneficial and which should be jettisoned.

The advantages of having the ability to assume or reject
contracts extend beyond relief from onerous obligations
that may be instrumental to the success of a reorganization.
This is so because the Bankruptcy Code allows a DIP or
trustee to extract value from favorable contracts and leases
by first assuming a contract and then assigning it to a
third party for consideration. Under § 365(f)(1), moreover,
assignment is generally permitted “notwithstanding a
provision in an executory contract ... or in applicable law,
that prohibits, restricts, or conditions the assignment of
such contract or lease.”

Despite the broad powers granted to a DIP or trustee in
this respect, certain parties that contract with a debtor are
granted special protection by the Bankruptcy Code. Section
365(c) of the statute provides that a DIP or trustee may not
“assume or assign” an executory contract or unexpired lease
if “applicable law excuses a party, other than the debtor, to
such contract or lease from accepting performance from or
rendering performance to an entity other than the debtor or
the debtor in possession” and such party does not consent
to assumption or assignment.

Courts have applied this provision to a wide variety
of contracts. Among these are personal service contracts,
including employment agreements, contracts with the
United States government, which cannot be freely assigned
under federal law, certain kinds of franchise agreements,
and licenses of intellectual property, which cannot be
assigned without consent under federal intellectual property
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law. Thus, many debtors (especially those in the technology
industry) find that their options with respect to certain
executory contracts are significantly limited.

Il. The Statutory Muddle

Few (if any) courts quarrel with the proposition that
§ 365(c) prevents a debtor from assigning a contract
without the non-debtor’s consent if the contract cannot be
assigned outside of bankruptcy without it. The language
of §3655(c), however, would seem to mean that a debtor
cannot assume the contract and agree to perform under it,
even if the debtor has no intention of assigning the contract
to a third party.

The confusion stems from the statute’s use of the
phrase “may not assume or assign” instead of “assume and
assign.” Many courts construe this language to mean that
the statutory proscription applies to a debtor who seeks
either (i) to assume and render performance under the
agreement; or (ii) to assume the agreement and assign it
to a third party. Under this literal interpretation, the court
posits a hypothetical question: Could the debtor assign the
contract to a third party under applicable non-bankruptcy
law? If the answer is no, the debtor may neither assume nor
assign the contract. This approach is commonly referred
to as the “hypothetical test.” The Third Circuit applied it
in In re West Electronics, Inc., ruling that the debtor could
not assume a contract with the federal government calling
for production of military equipment because federal
law prohibited assignment of the contract without the
government’s consent. The Fourth, Ninth, and Eleventh
Circuits have also adopted this approach.

Other courts have determined that the phrase “may not
assume or assign” should be read to mean “may not assume
and assign,” and they apply the statutory proscription only
when the debtor actually intends to assign the contract to
a third party. This approach is commonly referred to as the
“actual test.” Prominent among its adherents is the First
Circuit, which ruled in Institut Pasteur v. Cambridge Biotech
Corp. that federal common-law and contractual restrictions
against assignment of patents did not preclude assumption
of a patent by a Chapter 11 debtor. The vast majority
of lower courts considering the issue have adopted this
approach to § 365(c)(1). Also, the Fifth Circuit applied the
actual test in construing the Bankruptcy Code’s exception
to the prohibition against enforcement of ipso facto clauses
that act to terminate or modify a contract as a consequence
of a bankruptcy filing.

Many courts have rejected the literalist hypothetical
test because it arguably flies in the face of the general goals
of Chapter 11 in permitting licensees to benefit from the
protections of bankruptcy law while encouraging maximi-
zation of the economic value of the estate. Moreover, these
courts suggest the odd result required by the hypothetical
test, which effectively allows the non-debtor party to free
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itself from some kinds of contracts simply because of the
debtor’s bankruptcy filing, cannot be supported by any
recognized bankruptcy policy. Finally, the actual test ad-
herents emphasize that the relevant language of § 365(c)(1)
appears to be a simple drafting error—lawmakers meant
“and” but said “or.”

The provision’s scant legislative history does little to
resolve the controversy. In its current form, the provision
likely had its genesis in a 1980 House amendment to an
earlier Senate technical corrections bill. That amendment
was accomplished by an obscure committee report, which
states in relevant part:

This amendment makes it clear that the prohibition
against a trustee’s power to assume an executory
contract does not apply where it is the debtor that
is in possession and the performance to be given or
received under a personal service contract will be the
same as if no petition had been filed because of the
personal nature of the contract.

The First Circuit relied on the 1980 report in adopting the
actual test, but other courts find it unpersuasive in divining
what Congress intended in § 365(c).

In In re Footstar, Inc., the bankruptcy court adopted a
slightly different test predicated upon the legal distinctions
between the debtor and the DIP, on the one hand, and the
bankruptcy trustee, on the other. The court reasoned that
the term “trustee” in § 365(c) (1) should not automatically
be read (as it is in many other provisions “as a matter of
simple logic and common sense”) as synonymous with the
term “debtor-in-possession,” such that the proscription of
assumption and assignment is limited to situations where
a trustee, rather than a DIP, seeks to assume an executory
contract. Under the Footstar approach, the DIP would be
precluded from assigning a qualifying contract because
assignment would force the non-debtor contracting party
to accept performance from or render performance to an
entity other than the debtor, but the DIP can assume the
contract because, unlike a bankruptcy trustee, the DIP is
“not an entity other than itself.” According to the court,
this approach is consistent with both the language and
purpose of §365(c):

This conclusion comports with the “plain meaning”
of all of the words employed in Section 365(c)(1) and
gives full effect to that section and to the provisions
and objectives of Chapter 11, which are designed
to foster, not frustrate, the reorganization and the
economic well-being of debtors in possession. And
it avoids the perverse and anomalous consequence
of the “hypothetical test” rule under which a debtor
may lose the benefit of a non-assignable contract
vital to its economic future solely because it filed for
bankruptcy.



Footstar was a welcome development for debtors,
particularly for licensees of intellectual property and
patents, but the ruling did little to end the debate concerning
§365(c)(1). The latest salvo in the controversy came in
Aerobox. The ruling may be a prelude to review by the
Tenth Circuit Court of Appeals.

I1l. Aerobox

Aerobox Composite Structures, LLC (Aerobox), a
manufacturer of unit load devices for the airline industry
using unique preformed thermoplastic body panels,
filed for Chapter 11 protection in January 2007 in New
Mexico. Prior to filing its bankruptcy case, Aerobox
entered into a fifteen-year license agreement with Tubus
Bauer GmbH (Tubus Bauer) in which Tubus Bauer granted
Aerobox a license in North America to use patent rights
and confidential information for the manufacture of certain
Tubus Bauer products for resale. The license agreement
permits assignment only with Tubus Bauer’s prior written
approval, but provides that such approval may not be
withheld unreasonably.

Shortly after Aerobox filed for Chapter 11 protection,
Tubus Bauer filed a motion to compel Aerobox to reject
the license agreement, contending that, consistent with the
rulings of courts applying the hypothetical test, § 365(c)(1)
precludes assumption or assignment of the agreement. The
bankruptcy court denied the motion.

After determining that the license agreement was in fact
executory, the court examined § 365(c) (1) and the competing
views on the ability of a DIP to assume a contract covered
by it. Because the license agreement involved the use of a
patent, the bankruptcy court determined that “applicable
law” in the statute means federal patent law, which generally
prohibits assignment of both exclusive and non-exclusive
license agreements absent consent of the licensor.

The court rejected the hypothetical test as the ap-
propriate standard to apply whether a DIP may assume
an unassignable contract. Emphasizing that the DIP is not
“materially distinct from the pre-bankruptcy entity that
is a party to the executory contract,” the court adopted
the actual test and the reasoning articulated in Footstar
as being most true to both the language and purpose of

§365(c)(1):

[Blecause the limitation contained in § 365(c)(1) is
aimed at protecting non-debtor parties to personal
services contract from being forced to accept service
from or render service to an entity other than the
entity with whom it originally contracted, it is ap-
propriate to determine whether the nondebtor party
is actually being forced to accept performance under
its executory contract from an entity other than the
debtor ... . [Wlhere the debtor-in-possession seeks
to assume, or, as in the situation in the instant case,
where the debtor-in-possession has neither sought to

assume nor reject the executory contract but simply
continues to operate post-petition under its terms, 11
U.S.C. §365(c)(1) does not prohibit assumption of
the contract by the debtor-in-possession and cannot
operate to allow the non-debtor party to the executory
contract to compel the Debtor to reject the contract.
In reaching this conclusion, the Court finds that the
“actual test” articulated in Cambridge Biotech, and
the reasoning of the court in Footstar, is the better
approach to § 365(c)(1) when determining whether a
debtor-in-possession is precluded from assuming an
executory contract.

IV. Conclusion

Aerobox is unquestionably a welcome development
for intellectual property and patent licensees facing the
prospect of a Chapter 11 filing, but it neither ends the debate
on this important issue nor gives prospective debtors any
sense of certainty regarding their ability to avoid forfeiture
of assets that may be vital to their chances for a successful
reorganization and ongoing business operations. Because
the decision was appealed, this issue may eventually make its
way to yet another circuit court of appeals if the bankruptcy
appellate panel’s ruling is appealed to the Tenth Circuit.

The ruling highlights the need for clarification of the
meaning of §365(c)(1) by either Congress or the Supreme
Court. Neither has acted so far to resolve a conflict that
has been smoldering for nearly twenty years. The issue is
not likely to be settled any time soon. The Supreme Court
has yet to agree to hear a case on whether the hypothetical,
the actual, or some other test is the proper one. Lawmakers
have not been moved to solve the problem either. With
no resolution of this matter on the horizon, the practical
challenges confronting parties to these kinds of contracts
can be accurately assessed only on a case-by-case basis by
reference to the particular court presiding over the debtor’s
bankruptcy case.
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Technology License Agreement between the Board of Trustees
of the University of lllinois and Acuity Pharmaceuticals, Inc.

eXegenics, Inc was a publicly traded company with no
active operations. It merged with Acuity Prarmaceuticals
and Froptix Corporation, two privately owned pharma-
ceutical companies that develop new drugs to treat eye
diseases, to become Opko Corporation. In this technology
license, Acuity Pharmaceutical licensed technology from the
University of Illinois concerning a gene silencing agent. It is
an exclusive license with the right to use, sublicense, make,
and commercialize the licensed technology.

The following form was obtained from the Electronic Data
Gathering, Analysis, and Retrevial System (EDGAR), which is
maintained by the U.S. Securities and Exchange Commission
(SEC) and available on the Internet at http:/www.sec.gov.
This form is reproduced here basically as it came to us from
EDGAR. It was filed as Exhibit 10.8 of eXegenics, Inc.’s Form
8-K, which was filed with the SEC on April 2, 2007. Exhibit A
referred to in this agreement has been omitted.

License Agreement (“Agreement”), effective as of
August 3, 2006 between THE BOARD OF TRUSTEES OF
THE UNIVERSITY OF ILLINOIS, (the “University”), and
ACUITY PHARMACEUTICALS, INC., a Delaware corpo-
ration, having its principle place of business at 3701 Market
Street, Philadelphia, PA 19104 (“Licensee” or “Acuity”).

Preliminary Statement

University holds certain rights to the Technology described
below and desires to have the Technology commercialized.
Licensee wishes to obtain the right to use the Technology
for commercial purposes. Therefore, in consideration of
the mutual obligations set forth below and other valuable
consideration, the receipt and sufficiency of which is hereby
acknowledged, University and Licensee agree as follows.

ARTICLE |
DEFINITIONS

The following capitalized terms are used in this Agree-
ment with the following meanings:

1.1 “Effective Date” means August 3, 2006.

1.2. “FDA” means the United States Food and Drug Ad-
ministration, or any successor thereto.

1.3. “IND” means an “investigational new drug applica-
tion” as defined by the United States Food, Drug, and
Cosmetic Act,as amended (the “Act™), and applicable
FDA rules and regulations or a foreign equivalent.

1.4. “Inventions” means all devices, machines, methods,
processes, manufactures, compositions of matter
and uses, and Technical Information, contained in
the disclosure entitled “CW081 Silencing of TGF {3
Receptor Expression by SiRNA.”
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1.5. “Licensed Field” means the inhibition of and treat-
ment of ophthalmic disease.

1.6. “Licensed Patents” means (a) the patents and patent
applications listed on Schedule 1 and any continu-
ations, divisionals, reissues, renewals, re-examina-
tions, foreign counterparts, or substitutions of or
to the above.

1.7. “Licensed Product” means any product or process
or license for information, in the Field of Use, that
is distributed by Licensee that is covered by any of
the University’s rights in the Technology.

1.8. “NDA” means a “new drug application,” as defined
in the Act and applicable FDA rules and regulations,
including an application of the type described in
section 505(b)(2) of the Act.

1.9. “NetSales” means the total gross proceeds to Licensee
on sales and any other distributions of Licensed
Products to third parties, less deductions for the
following to the extent actually paid with respect to
such sales or distributions:

(a) Customary rebates;

(b) Commissions allowed to distributors or direct
sales force;

(c) Amounts repaid or credited to customers on
account of rejections or returns of specified
products for which a royalty was paid under
this Agreement; and

(d) Freight and other transportation costs, in-
cluding insurance charges, and duties, tariffs,
sales and excise taxes and other governmental
charges based directly on sales, turnover or
delivery of the specified products.

1.10. “Net Sublicense Payments” means (a) cash payments
made to Licensee in consideration of the sublicense;
and (b) the fair market value of any non-cash con-
sideration received by Licensee from a Sublicense in
consideration of a Sublicense; provided, however that
the following shall not be included in the calculation
of Net Sublicense Payments (i) reasonable amounts
received in exchange for equity investments in Li-
censee where no Sublicense is granted in consideration
for such amounts received in exchange for equity
investments; (ii) sponsored research funding paid to
Licensee by a sublicensee in a bona fide transaction
for future research to be performed by Licensee, where
no Sublicense is granted in consideration for such
amounts received in exchange for future research to be
performed by Licensee; (iii) payments for consulting
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1.11.

1.12.

1.13.

1.14.

1.15.

1.16.

2.1.

2.2.

services actually performed by Licensee in a bona fide
transaction at arms length rates where the consulting
services do not utilize the Technology; and (iv) intel-
lectual property rights received by Licensee from a
Sublicensee, including, but not limited to, licenses or
sublicenses to intellectual property rights, covenants
not to compete against Licensee, or agreements not to
assert claims against Licensee where no sublicense to
Technology is granted in exchange for such rights.

“Royalty” or “Royalties” means all amounts payable
under Section 3 of this Agreement.

“Sublicense” means any grant by Licensee of any
rights to a Sublicensee in accordance with Article IT
of this Agreement.

“Sublicensee” means any person or entity to which
a Sublicense is granted in accordance with Article II
of this Agreement.

“Technical Information” means the non-patented
technical information and know-how belonging to
University that is (a) relating to the Inventions or
Licensed Patents or Licensed Products, (b) communi-
cated, transferred or otherwise conveyed to Licensee
by any of the University or any employee or agent of
the University, and (c) which, at the time it is com-
municated to Licensee, is not in the public domain
in the same form as communicated to Licensee.

Technology” means the Inventions, Licensed Patents
and Technical Information, collectively.

“Territory” means all countries where patent rights
are enforceable with respect to patents, and world-
wide for Technical Information.

ARTICLE 1l
GRANT OF LICENSE

Grant. Subjectto Licensee’s compliance with the terms
and conditions of this Agreement, University hereby
grants to Licensee the exclusive right and license, in-
cluding the right to sublicense, to use the Technology,
and to the extent not prohibited by law, to make, have
made, use, import, sell or otherwise commercialize
Licensed Products within the Licensed Field and within
the Territory, which shall be worldwide for pending
patent applications and Technical Information, and
which shall be any country in which claims of a Li-
censed Patent are issued and enforceable.

Reservations.

(a) University reserves for itself all rights not
granted herein and the irrevocable right to
identify, make, have made, use and have used
only for any research or educational purpose,
the Technology within the Licensed Field and
within the Territory.

2.3.

(b) Inventions may have been conceived with the
use of United States government funds under
a grant from an agency or department of the
United States Government. Therefore, there is
reserved from the rights granted hereunder the
rights, if any, of the United States government
to practice the Inventions for its own purposes
in such manner to which it is entitled. University
further reserves for itself the right to grant to the
United States Government a royalty-free license
or licenses, with the right to sublicense, to the
Technology to the extent that such grant of
license(s) is or may be required by funding agree-
ments between the University and the United
States Government relating to the Technology.

(c) Rightstoany Technology not expressly granted
to Licensee hereunder or reserved to third par-
ties are hereby expressly reserved to the Univer-
sity, and such Technology are licensed under
this Agreement only to the extent owned by, or
assigned to, the University. No title in or to the
Technology is transferred to Licensee pursuant
to this Agreement. The University does not and
shall not have any obligation to pay Licensee
a royalty or any other fee for any of the rights
reserved to the University in this Section 2.2.

Sublicenses. In the event that Licensee sublicenses
any of its rights to any Sublicensee, such Sublicense
shall contain license, audit and confidentiality terms
no less restrictive than those set forth herein and no
terms shall create a conflict with this Agreement,
and if requested, Licensee shall provide a complete
copy of all Sublicenses entered into by Licensee
within five (5) business days of University’s request.
Licensee further agrees to provide University with
a copy of each report received by Licensee from a
Sublicensee pertinent to any royalties or other sums
owing to Licensee. University shall be a third-party
beneficiary in all Sublicenses, and shall be named as
such in writing in all Sublicenses.

2.4. No Obligation to Update Technology. Except as

3.1.

expressly stated in this Agreement, none of Uni-
versity or any faculty, staff, employee or student of
the University shall have any obligation to provide
Licensee or any Sublicensee with any updates of or
additional Technical Information owned, controlled
or in the possession of any of them.

ARTICLE Il
PAYMENTS

Royalties and Reimbursements. For the licenses
granted in Section 2.1 of this Agreement, Licensee

shall:
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(a) within three (3) business days of the execution ~ 3.3. Calculations and Payment of Royalties.
Olf)lt his Agr'eemfent,.pa}}llUmversuy a fn ;;S-rgg(l)r‘ld- (a) Royalties shall be paid in quarterly increments
able licensing fec n the amount o D (the “Royalty Period”). Royalties shall be cal-
(b)  within thirty (30) days of the first and second culated for each Royalty Period as of the last
anniversary of the Effective Date, pay University day of each such Royalty Period. Payment of
a non-refundable licensing fee in the amount Royalties with respect to each Royalty Period
of $25,000; shall be due within sixty (60) days after the end
(c) within thirty (30) days of the third anniver- O.f Royalty Per1od,.l)eg{nn1ng.w1th th,e carlier of
sary of the Effective Date, pay University a (i) the Royalty Period in which the first sale of
. . S a Licensed Product occurs, or (ii) the Royalty
non-refundable licensing fee in the amount of ) i - )
$50.000: Period for which Annual Minimum Royalties
T are due.
d ithin thirty (30) d f the fourth iver-
within thirty (30) Says OF Hhe foutth anniver (b)  Within sixty (60) days of the end of each Roy-
) y y y
sary of the Effective Date, pay University a ; .
. . ; alty Period (whether or not Royalties are due),
non-refundable licensing fee in the amount of , , A
$50.000: Licensee shall deliver to University a true and
U complete accounting of sales or distributions of
(e)  within thirty (30) days of the fifth anniversary any Licensed Product and revenues from those
of the Effective Date and each subsequent an- sales by Licensee and its Sublicensees for each
niversary thereafter until the Licensee receives country of sales origin during such Royalty
NDA approval onits first Licensed Product, pay Period and deductions taken, with a separate
University an annual non-refundable licensing accounting for each Licensed Product of sales
fee in the amount of $100,000; and receipts by country, and a detailed calcula-
(f)  pay University a Royalty equal to three percent tion of the Royale payment due Uplver sity for
(3%) of Net Sales of Licensed Products sold, such Royalty Period, in each casein form and
leased, rented, licensed or otherwise distributed substance as set forth on Exhibit .A attached to
by Licensee during the term of this Agreement, this Agreement. If no sales of Licensed Prod-
if any. If no valid claim of any issued patent ucts were m_ade or oth'er payrr,lents due in such
among the Licensed Patents covers the Licensed Royalty Period, then Licensee’s statement shall
Products in a country of the Territory, then the SO state.
royalties shall be reduced to one and one-half (c) Each Annual Minimum Royalty payment shall
percent (1.5%) of Net Sales of Licensed Prod- be accompanied by a calculation of the Annual
ucts sold, leased, rented, licensed or otherwise Minimum Royalty such that University can
distributed by Licensee in such country of the verify the amount of the payment.
Territory. . L
3.4. Royalty stacking and combination products: The
3.2. Milestones and Milestone Payments. Licensee agrees royalty rate will not diminish for combination prod-
to make the milestone payments to University as set ucts or stacking royalties.
forth below (the “Milestone Payments”) within forty- o o
. 3.5. Annual Minimum Payments. Beginning one year
five (45) days after the occurrence of each event set , ) )
forth on such Schedule after the Licensee or any Sublicensee receives NDA
’ approval onits first Licensed Product, it the total pay-
Milestone Payment ments actually paid to University payments (including
First Phase I Clinical Trial initiated $100,000 any payments required pursuant to this Article ITT) for
any annual period are less than $400,000, Licensee
First Phase III Clinical Trial initiated ~ $350,000 shall pay University an amount (the “Annual Mini-
First NDA Approval in the U.S. $500,000 mum Royalty”) for that annual period equal to the
‘ , difference between the payments actually paid for
Fir st NDA Equivalent Approval such annual period and the Annual Minimum Royalty
outside of US. $500,000 owing for that annual period. Such payment shall be
Upon first $25,000,000 of commercial made within forty five days of the end of each year of
sales of any Licensed Products $1,000,000 this Agreement beginning one year after the Licensee

receives NDA approval on its first Licensed Product.

If this Agreement is terminated by Licensee for any
reason during any year, a pro-rata Annual Minimum
Royalty shall be paid.

Each of the foregoing payments shall be made only once.
Thereafter, no additional Milestone Payments shall be due
or payable by Licensee for License Products.
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3.6. Sublicense Fees. During the Term, Licensee will pay
to University a sublicense fee equal to twelve (12%)
of the Net Sublicense Payments received by Licensee
from Sublicensees who sell Licensed Products pursu-
ant to a Sublicense.

3.7 Records. Licensee shall keep, and shall cause Sublic-
ensees to keep, accurate records in sufficient and
customary detail such that the amounts payable may
be verified. During the term of this Agreement and
for a period of seven (7) years following termination,
upon the written request of University, but not more
than oncein any calendar year, Licensee shall provide
a copy of its books and records regarding the sale of
Licensed Products, to a representative of University
that is trained in auditing to audit such books and
records. If Licensee disputes the findings of such
representative and the parties are unable to resolve
the matter in 30 days, then, at Licensee’s expense,
University shall select an auditor from an indepen-
dent certified public accounting firm from Ernst and
Young, KPMG, PWC or Deloitte & Touche to per-
form an audit, and the results shall be binding upon
the University provided Licensee provides the auditors
all reasonably requested information. Such records
shall include but not be limited to invoice registers
and original invoices; product sales analysis reports;
price lists, accounting general ledgers; sublicense and
distributor agreements; price lists, product catalogues
and marketing materials; financial statements and
income tax returns; sales tax returns; inventory and
production records and shipping documents. No
separate confidentiality agreement will be required to
conduct such an examination or audit, and the results
of the auditshall be treated as Confidential Informa-
tion unless and until a related legal action is taken.
Additionally, it is understood that the University or
its representative will be allowed to keep a copy of
all documents provided by the Licensee hereunder
and all documents created by the University or its
representative in connection with such examination
or audit for archival purposes.

3.8. Payments. All amounts owing to University under this
Agreement shall be paid in U.S. dollars, by check or
other instrument representing immediately available
funds payable to “The University of Illinois,” or in a
wire transfer sent to an account listed below or such
other account as may be designated by University
from time to time.

JPMorgan Chase Bank, NA

New York NY

ABA/Routing No. 021000021

Account Title: University of Illinois Operations
Account Number: 11-12201

Reference: OTM/CWO081/Acuity

Swift code: CHASUS33 if from foreign country

8

Please email cashmgmt@uillinois.edu with anticipated
wire amount, where it is coming from, etc.

If Licensee or any Sublicensee receives payment in a
currency other than U.S. dollars, such currency will be
converted directly from the currency in the country of
sales origin to U.S. dollars on the date initial payment was
made, without intermediate conversions, and payments will
be made based on such conversion. The conversion rate
shall be the applicable rate of exchange of Citibank, N.A.,
in New York, New York, on the last day of each month
during which revenues are received by Licensee during the
Royalty Period.

3.9.

3.10.

3.11.

Overdue Payments. Overdue Payments shall bear
simple interest until paid at the lower of the annual
rate of 18% or the highest rate permitted by law.
Interest accruing under this Section shall be due
University on demand.

Termination Report and Payment. Within sixty
(60) days after the date of termination of this Agree-
ment, Licensee shall make a final report and payment
to University as set forth in this Agreement for the
then-current Royalty Period.

Commercialization; Progress Report.

(a) Licensee shall use its commercially reasonable
efforts to bring Licensed Products to market
within the Licensed Field in the United States
and other large markets in the Territory, and to
develop such markets through a thorough and
vigorous program for the commercial exploita-
tion of the Licensed Products and Technology.
In the event that (i) neither Licensee nor any of
its Sublicensees files an IND, or its equivalent,
with the FDA, or a similar agency in another
jurisdiction, for a Licensed Product before or
on the 4th anniversary of the Effective Date; or
(ii) neither Licensee nor any of its Sublicensees
files an NDA, or its equivalent, with the FDA,
or a similar agency for the a Licensed Product
within ten (10) years after filing the related IND,
University shall have the right to terminate the
Agreement upon 90 days’ notice to Licensee
and Licensee’s failure cure within such 90-day
period.

(b) Licensee shall further provide to the Univer-
sity:

(i)  acopy of all business plans distributed to
prospective investors and all financial in-
formation distributed to any shareholder
regardless of class of shares;

(ii) promptly as made available by Licensee to
any third party, any updates of the above;
and
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(iii) on or before the anniversary date of each
year during the term of this Agreement, a
written report summarizing performance
against the goals set forth in the Mile-
stones.

3.12. Patent Costs.

(a) Licenseeagrees to pay $3,746.90 to University to
reimburse University for unreimbursed patent
costs incurred for the Technology for all filings
in New Zealand, Australia, Mexico, Israel and
Singapore, and any other countries that are
requested by Licensee, within five (5) days of
the Effective Date, and to reimburse all patent
costs therefore for such countries on an ongo-
ing basis (“Patent Costs”). In addition, for U.S.,
Canada, EPO, India and China, Licensee will
reimburse University for all patent costs specifi-
cally related to the Licensed Field which result
from requests or suggestions made by Acuity.

3.13. No Refunds or Credits. Other than for overpayment

4.1.

4.2.

4.3.

of royalties as determined pursuant to Section 3.7
hereof, all amounts paid to the University pursuant
to this Agreement shall be non-refundable.

ARTICLE IV
WARRANTIES; INDEMNIFICATION

Limited Representation. University represents thatit
has the right, power and authority to enter into and
perform its obligations under this Agreement.

Disclaimer of Warranties. THE TECHNOLOGY IS
LICENSED “AS IS” AND WITHOUT WARRAN-
TIES OF ANY KIND. EXCEPT AS SET FORTH IN
SECTION 4.1 ABOVE, UNIVERSITY DISCLAIMS
ALL WARRANTIES, EXPRESS OR IMPLIED,
RELATING IN ANY WAY TO THE RIGHTS LI-
CENSED HEREUNDER, THE TECHNOLOGY
OR THE LICENSED PRODUCTS, INCLUDING
THE IMPLIED WARRANTIES OF MERCHANT-
ABILITY AND FITNESS FOR A PARTICULAR
PURPOSE AND THE STATUTORY WARRANTY
OF INFRINGEMENT. LICENSEE AND ITS SUB-
LICENSEES ASSUME THE ENTIRE RISK AND
RESPONSIBILITY FOR THE SAFETY, EFFICACY,
PERFORMANCE, DESIGN, MARKETABILITY,
TITLE AND QUALITY OF ALL TECHNOLOGY
AND LICENSED PRODUCTS. Nothing contained
in this Agreement shall be construed as either a war-
ranty or representation by University as to the validity
or scope of any Licensed Patents.

Limitation of Liability. University assumes no li-
ability in respect of any infringement of any patent
or other right of third parties due to the activities of
Licensee or any Sublicensee under this Agreement.
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4.4.

4.5.

In no event shall University, including its trustees,
directors, officers, faculty, staff, students, employees,
consultants and agents (collectively, the “Agents”), be
responsible or liable for any direct, indirect, special,
punitive, incidental or consequential damages or lost
profits to Licensee, Sublicensees or any other indi-
vidual or entity regardless of legal theory. The above
limitations on liability apply even though University,
or any of its Agents, may have been advised of the
possibility of such damage. Licensee shall not, and
shall require that its Sublicensees do not, make any
statements, representations or warranties or accept
any liabilities or responsibilities whatsoever with
regard to the University or its Agents that are incon-
sistent with any disclaimer or limitation included in
this Article 4.

Indemnification. None of the University or its
Agents (each an “Indemnified Person”) shall have
any liability to Licensee, any Sublicensee or any
other person or entity for or on account of (and
Licensee agrees and covenants, and agrees to cause
each of its Sublicensees to agree and covenant not
to sue any Indemnified Person in connection with)
any injury, loss, or damage of any kind incurred by
Licensee or Sublicensees or any other person or entity,
whether direct, indirect, special, punitive, incidental,
consequential or otherwise arising under any legal
theory (and further excluding without limitation any
existing or anticipated profits or opportunities for
profits lost by Licensee or any Sublicensee), arising
out of or in connection with or resulting from (i) this
Agreement, the Technology and Licensed Products
and any activities undertaken hereunder; (ii) the
production, use or sale of the Licensed Products by
Licensee or its Sublicensees, or (iii) any advertising
or other promotional activities with respect to either
of the foregoing. Licensee shall indemnify and hold
each Indemnified Person harmless against all claims,
demands, losses, damages or penalties (including
but not limited to reasonable attorneys’ fees and
expenses at the pretrial, trial or appellate level) made
against any Indemnified Person with respect to items
(i) through (iii) above, whether or not such claims are
groundless or without merit or basis.

Insurance. Licensee shall obtain and carry in full
force and effect, and shall cause its Sublicensees to
obtain and carry in full force and effect, insurance
with the coverages and limits, the nature and extent
of which shall be commensurate with customary
practices among similarly situated companies in
Licensee’s industry; but in no event shall the gen-
eral liability insurance be less than (i) $1,000,000
per occurrence, with an aggregate minimum of
$2,000,000 for personal injury or death, and (ii)
$1,000,000 per occurrence, with an aggregate mini-

9



4.6.

S.1.

5.2

10

mum of $2,000,000 for property damage. Prior to
the sale of any Licensed Product to any third party,
Licensee shall secure product liability insurance in
an amount consistent with industry practice, but in
any event not less than $1,000,000 per occurrence
and $5,000,000 in aggregate. Such insurance will be
written by an insurance company authorized to do
business in the Commonwealth of Pennsylvania, will
name the University as an additional named insured
under such insurance policy or policies and shall
require thirty (30) days’ written notice to be given to
University prior to any cancellation, endorsement or
other change. Within five days of execution of this
Agreement, Licensee will provide University, for itself
and on behalf of any Sublicensee, with appropriate
certificates of insurance reflecting the obligations of
Licensee pursuant to this subsection.

Survival. Licensee’s obligations under this Article 4
shall survive the expiration or earlier termination of
all or any part of this Agreement.

ARTICLE V
PROSECUTION AND MAINTENANCE;
CONFIDENTIALITY

Prosecution and Maintenance. University shall be
responsible for prosecuting and maintaining the
Licensed Patents. As set forth in Section 3.12 above,
Licensee shall pay promptly when due all Patent
Costs, and the University reserves the right to aban-
don any or all Licensed Patents and to terminate this
Agreement if such payments are not timely. So long as
Licensee is not in material breach of this Agreement,
University shall instruct patent counsel to provide
Licensee with copies of all material communications
transmitted to University or submitted by University
from or to the United States Patent and Trademark
Office (and corresponding foreign authorities) with
respect to the Licensed Patents.

Additional Applications.

(a) If Licensee wishes the University to file a
patent application with respect to any of the
Technology in any jurisdiction in which an ap-
plication has not already been filed, Licensee
shallidentify the jurisdiction and the applicable
Licensed Patent in writing to University at least
60 days prior to any bar date, and University
shall have sixty (60) days after it receives such
written notice in which to file such a patent
application at Licensee’s expense, which the
University may require be prepaid.

(b) If University determines to abandon a patent
application in any territory previously filed
with respect to any of the Inventions, it will give
Licensee advance notice of such determination

5.3.

5.4.

as is reasonably practicable. Licensee may, by
written notice to University, elect at its sole cost
and in the name of University, to prepare, file,
prosecute and maintain such patent applications
and patents in countries of its choice throughout
the world. In such case, University shall assign (or
grant Licensee a perpetual royalty free license, if
an assignment cannot be made) to Licensee all
of its rights under such patent or patent applica-
tion in any country in which University wished
to abandon its patent rights and Licensee chose
to continue prosecution and/or maintenance of
such patent rights.

Interferences. University will give Licensee written
notice promptly upon the declaration of any inter-
ference involving any of the Licensed Patents. If
Licensee then gives University written notice within
thirty (30) days that Licensee does not wish to pay
for the costs of the interference, then (a) University
and Licensee will negotiate in good faith to estab-
lish a mutually acceptable basis on which Licensee
may continue its licenses under this Agreement with
respect to such Licensed Patents without such pay-
ments, or (b) Licensee may elect to terminate this
Agreement pursuant to Sections 7.2 below. Licensee
shall not be obligated to pay or reimburse any costs
of the interference during the period of negotia-
tion. However, if University and Licensee have not
negotiated a mutually acceptable amendment to this
Agreement within thirty (30) days after Licensee noti-
fies University of its intent not to pay for the subject
interference, Licensee will thereafter be obligated to
pay or reimburse all costs previously and thereafter
incurred in connection with the interference unless
Licensee gives notice of termination pursuant to
Section 7.2 below. Licensee agrees that it will not,
and will not permit any Sublicensee to, directly or
indirectly initiate, support, or without the express
written consent of the University participate in, any
interference involving any of the Licensed Patents.

Confidentiality.

(a) Licenseeshall treatas confidential all proprietary
information with respect to the Technology
(including but not limited to protecting such
proprietary information from disclosure to third
parties without authorization) and shall cause
the same of all Sublicenses. University shall
treat as Confidential all financial information
and product plans of Licensee that are marked
as confidential. Each party and its Sublicensees
shall take such reasonable actions as are neces-
sary to safeguard the confidentiality of any
confidential information with respect to which
the recipient has an obligation to keep confiden-
tial pursuant to this Section 5.4. With respect to
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6.1.

6.2.

disclosure to third parties, the receiving party
shall first obtain from the third party a written
confidentiality agreement which protects the
information disclosed at least to the same extent
as recipient uses to protect its own most valuable
trade secrets, and which contains a prohibition
of disclosure to additional third parties.

(b)  Theprovisions of Section 5.4(a) shall notapply
toinformation which (i) was previously known
to the recipient at the time of disclosure, (ii) is
in the public domain at the time of disclosure,
(iii) becomes a part of the public domain after
the time of disclosure, other than through dis-
closure by Licensee or Sublicensee or a third
party who is under an agreement of confiden-
tiality with respect to the subject information,
(iv) isindependently developed without utiliza-
tion of the proprietary information, or (v) is
required to be disclosed by law or court order
and is not covered by a protective order. For in-
formation disclosed under this paragraph b(v),
such information will continue to be treated as
set forth above but for disclosure required by
law or court order.

(c) This Section 5.4 shall survive the expiration or
termination of this Agreement.

ARTICLE VI
INFRINGEMENT

Notification. If either party becomes aware of the
infringement of any patent under the Licensed Pat-
ents within the Licensed Field, it shall immediately
notify the other in writing of all details available.
University and Licensee shall then use good faith
efforts to determine within sixty (60) days of the
notice referred to above, whether and in what man-
ner to proceed against such infringer, and a mutually
acceptable allocation of any costs and recoveries
resulting from such action. If the parties are unable
to so agree, the University shall have the first right
to determine how to proceed against such infringer
in accordance with this Article 6.

University Right to Prosecute. Subject to Section 6.1
above, if a third party infringes or allegedly infringes
any Licensed Patents within the Licensed Field which
University wishes to prosecute, University may, at
University’s discretion, proceed against the infringer
in the name of University and/or Licensee, and will
notify Licensee of its determination in this regard
within forty-five (45) days of the end of the negotiation
period set forth in Section 6.1 above. Licensee will co-
operate in all reasonable respects with University and
execute any documents and instruments necessary or
appropriate for University to exercise its rights under
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6.3.

this Section 6.2. Any actions by University pursuant
to this clause shall be at University’s own expense
and Licensee shall inform University of all material
developments in such proceedings, and shall provide
University with all correspondence and pleadings
related to any such action. Recoveries collected by
University shall be paid (i) first, to University in the
amount of all reasonable out-of-pocket costs and ex-
penses incurred by University in such action, (ii) then
to Licensee to reimburse Licensee for its documented
and reasonable out-of-pocket costs and expenses in-
curred in cooperating with University in such action
as requested by University, and (iii) the remainder, if
any, shall be paid in proportion to each party’s legal
expenses incurred in such enforcement action.

Licensee Right to Prosecute. Subject to Sections 6.1
and 6.2 above, if a third party infringes or allegedly
infringes any patent under the Licensed Patents within
the Licensed Field, if Licensee has standing, Licensee
may prosecute, or if no standing. Licensee may request
the University to prosecute, the infringer by appropri-
ate legal proceedings, provided that Licensee shall
employ counsel reasonably satisfactory to University,
shall inform University of all material developments
in such proceedings, and shall provide University with
all correspondence and pleadings related to any such
action. Licensee shall be responsible for all costs and
expenses of any enforcement activities, including legal
proceedings, against infringers that Licensee initiates.
University agrees to cooperate in all reasonable respects
with any enforcement proceedings at the request of
Licensee, and at Licensee’s expense. University may be
represented by University’s counsel in any such legal
proceedings, at University’s own expense (subject to
reimbursement under this Section 6.3), acting in an
advisory but not controlling capacity. The prosecution,
settlement, or abandonment of any proceeding under
this Section shall be at Licensee’s reasonable discre-
tion, provided that Licensee shall not have any right to
surrender any of University’s rights to the Technology
or to grant any infringer any rights to the Technology
other than a Sublicense subject to the conditions which
would apply to the grant of any other Sublicense.
Recoveries collected by Licensee shall be paid first,
to Licensee in the amount of all documented and
reasonable out-of-pocket costs and expenses incurred
by Licensee in such action, (ii) then to University to
reimburse University for its documented and reason-
able out-of-pocket costs and expenses incurred in
cooperating with Licensee in such action as requested
by Licensee, and (iii) the remainder, if any, shall be paid
in proportion to each party’s legal expenses incurred in
such enforcement action. Holders of exclusive licenses
shall have the right to grant nonexclusive Sublicenses
consistent with the rights granted herein in settlement
of such enforcement action provided such Sublicenses
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7.1.
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do not conflict with any license granted by University
to a third party.

ARTICLE VII
TERMINATION

University Right to Terminate. University shall have
the right (without prejudice to any of its other rights
conferred on it by this Agreement or otherwise) to
terminate this Agreement if Licensee:

(a) isindefaultin paymentof any amountor other
consideration or reimbursement required under
this Agreement, or the making of any reports
required to be made by Licensee pursuant to
this Agreement, and Licensee fails to remedy
any such default within forty-five (45) days after
written notice thereof by University;

(b) materially breaches any part of Section 2 or
Section 5.4 and Licensee fails to remedy any
such breach within twenty (20) days after writ-
ten notice thereof by University;

(c) is in breach of or defaults with respect to
any provision of this Agreement other than
(a) above (including but not limited to mile-
stones) and Licensee fails to remedy any such
breach or default within seventy-five (75) days
after written notice thereof by University;

(d) filesany action to challenge any of University’s
rights in the Technology, and such termination
shall be immediate upon the filing of such ac-
tion;

(e) intentionally makes any materially false report
and such termination shall be immediate upon
notice;

(f) commences a voluntary case as a debtor under
the Bankruptcy Code of the United States or
any successor statute (the “Bankruptcy Code”),
orif an involuntary case is commenced against
Licensee under the Bankruptcy Code and the
petition in such case is not dismissed within
sixty (60) days of the commencement of the
case, or if an order for relief shall be entered
in such case, or if the same or any similar cir-
cumstance shall occur under the laws of any
foreign jurisdiction; or

(g) fails to achieve a milestones set forth in Sec-
tion 3.11(a) within ninety (90) days after written
notice thereof by University.

(h) fails to receive revenues for the sale or license
or other distribution of Licensed Products in
each country in the Territory during any twelve
(12) month period after first commercial sale
of a Licensed Product in such country. Such

termination under this Section 7.1(h) shall
be on a country-by-country basis; provided,
however, that the University shall not have
the right to terminate this Agreement under
this Section 7.1(h) if after the twelve-month
period set forth above, Acuity shall be using
its commercially reasonable efforts to bring
new Licensed Products to market within the
Licensed Field in the United States and other
large markets in the Territory pursuant to an
IND that has been filed prior to the end of the
twelve-month period referenced above.

At the election of University exercised in its sole discre-
tion by written notice to Licensee, and in lieu of terminating
this Agreement, University may either (i) declare the
license rights granted under this Agreement to Licensee
to be non-exclusive, and grant to such third parties any
and all additional non-exclusive rights to the Technology
as the University shall determine in its sole discretion, or
(ii) otherwise continue the rights of Licensee under this
Agreement on such other terms and conditions as University
shall determine in its sole discretion.

7.2.

7.3.

7.4.

Licensee Right to Terminate. Licensee may termi-
nate this Agreement at any time by written notice
to University at least ninety (90) days prior to the
termination date specified in the notice.

Termination of Patent Rights Only. This Agreement
shall terminate with respect to Licensed Patents
automatically on a country-by-country basis upon
the expiration or invalidity of the last-to-expire of
all patent rights in the Licensed Patents in each such
country. The remainder of the rights granted here-
under shall terminate in twenty (20) years.

Effect of Termination.

(a) If this Agreement terminates for any reason, on
the effective date of termination Licensee shall
immediately cease and to the extent required
hereunder its Sublicensees, toimmediately cease
using the Technology and, making, having made
and selling the Licensed Products, and shall
return to University, or deliver or destroy as
University directs, all copies of the Technology
then in its possession.

(b) Notwithstanding the termination or expiration
of this Agreement for any reason, the following
provisions shall survive:

(i)  Licensee’s obligation to pay fees and royal-
ties and costs hereunder that are accrued
and remaining unpaid or unperformed
under the terms of this Agreement prior
to such termination (including without
limitation the delivery and continuing
benefits, if any, of any Equity Rights);
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8.1.

8.2.

8.3.

(ii) Sections 3.7,8.2—8.5 and 8.9 — 8.14;

(iii) any causeof action or claim of Licensee or
University, accrued or to accrue, because
of any breach or default of this Agreement
by the other party.

ARTICLE VIlI
MISCELLANEOUS

Assignment. Except in the event of a consolidation,
reorganization, merger or sale of substantially all
stock or assets (meaning at least 80% by value) to
an assignee, this Agreement shall not be assigned by
Licensee without the prior written consent of Uni-
versity granted or withheld in the discretion of the
University. Prior to any such assignment becoming
effective with a third party that is not publicly traded
(i) Licensee must deliver written notice of the transac-
tion and a copy of the applicable purchase agreement
not less than three (3) days before the effective date;
and (ii) the successor entity or Licensee delivers to
University a written assignment and assumption by
such successor entity of all of the terms and condi-
tions of this Agreement, such agreement to be in
form and substance satisfactory to the University.

Entire Agreement, Amendment and Waiver. This
Agreement (including any attached schedules) con-
tains the entire understanding of the parties with
respect to the subject matter of this Agreement and
supersedes any and all prior written or oral discus-
sions, arrangements, courses of conduct or agree-
ments. This Agreement may be amended only by an
instrument in writing duly executed by the parties.
The waiver of an obligation hereunder shall not con-
stitute a waiver of any other obligation, and shall not
constitute a permanent waiver of that obligation.

Notices. All notices required or desired to be given
under this Agreement, and all payments to be made
to University under this Agreement, shall be delivered
to the parties at the addresses set forth below. Notices
may be given (i) by hand or (ii) by a nationally recog-
nized overnight delivery service. The date of delivery
shall be the date as verified by signed receipt.

If to University

Office of Technology Management

Attention: Director

w/ copy to University Counsel

University of Illinois at Chicago
1737 W. Polk St., Suite 312
Chicago, IL 60612

Fax: 312-996-1995

If to Licensee

Acuity Pharmaceuticals, Inc.
3701 Market Street,
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Philadelphia, PA, 19104
Fax: 215-966-6186

8.4.

8.5.

8.6.

8.7.

8.8.

8.9.

8.10.

8.11.

Severability. If any one or more of the provisions of
this Agreement should for any reason be held by any
court of competent jurisdiction to be invalid, illegal
or unenforceable, such provision or provisions shall
be reformed to approximate as nearly as possible the
intent of the parties, and the validity of the remaining
provisions shall not be affected.

Governing Law; Jurisdiction. This Agreement is
governed and interpreted under the laws of Illinois
applicable to contracts made and to be performed
entirely within Illinois by Illinois residents. All actions
or proceedings related to this Agreement shall be
litigated in courts located within the city of Chicago,
Ilinois, USA.

Marking. Licensee shall place in a conspicuous loca-
tion on any Licensed Product (or its packaging where
appropriate) made or sold under this Agreement a
patent notice in accordance with applicable laws.

United States Manufacture. To the extent required
by United States statute, rule or regulation or by
the terms of any grant or other funding agreement
applicable to the University with respect to the In-
ventions, (a) Licensed Products for sale in the United
States of America will be manufactured or produced
substantially in the United States of America, and
(b) it will not grant any exclusive sublicenses under
this Agreement unless the Sublicensee agrees that
any Licensed Products for sale in the United States
of America will be manufactured or produced sub-
stantially in the United States of America.

Export Controls. To the extent that the United States
Export Control Regulations are applicable, Licensee
shall not, without having first fully complied with
such regulations, (i) knowingly transfer, directly or
indirectly, any unpublished technical data obtained
or to be obtained from University, or (ii) knowingly
ship, directly or indirectly, any product produced
using such unpublished technical data.

Implementation. Each party shall, at the request of
the other party, execute any document reasonably
necessary to implement the provisions of this Agree-
ment.

Counterparts. This Agreement may be executed in
multiple counterparts, each of which when taken
together shall constitute one and the same instru-
ment.

Remedies. Due to the proprietary nature of the
subject matter of this Agreement, the parties agree
that their respective rights and obligations under
this Agreement may be enforced by injunction, spe-
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8.12.

8.13.

8.14.

8.15.

14

cific performance, or other equitable relief, without
prejudice to any other rights and remedies the parties
may have.

Relationship of Parties. The parties to this Agreement
areindependent contractors. There is no relationship
of principal to agent, master to servant, employer to
employee, or franchiser to franchisee between the
parties. Neither party has the authority to bind the
other or incur any obligation on its behalf.

Headings. The headings of the sections, subsections,
and paragraphs of this Agreement have been added
for convenience only and shall not be deemed to be
a part of this Agreement, nor shall they affect the
interpretation or construction of this Agreement in
any manner.

Agreement Conlflicts. In the event of a conflict be-
tween this Agreement and any Schedule attached
hereto, the terms of the Schedule shall control.

Advertising. Licensee shall not use (and shall prohibit
its Sublicensees from using) the names of University
or any of its Agents in any commercial activity,
marketing, advertising or sales brochures without
the prior written consent of University, which may
be granted or withheld in University’s sole discre-
tion. Notwithstanding the foregoing, Licensee may
use the name of University in a non-misleading
fashion in (i) executive summaries, business plans,

offering memoranda and other similar documents
used by Licensee for the purpose of raising financ-
ing for the operations of Licensee as related to the
Licensed Products; (ii) as required in Sublicenses to
vest University’s interests as a third party beneficiary,
and (iii) as required in any securities reports required
to be filed with the Securities and Exchange Com-
mission.

8.16. Compliance with University Conflict Policies. Li-
censee acknowledges and agrees that it will use rea-
sonable efforts to avoid potential conflicts of interest
between the University and University employees who
may also be employees, consultants, shareholders or
directors of Licensee. Licensee agrees to cooperate
with University with respect to the University of II-
linois Policy on Conflicts of Commitment and Inter-
est, which is available at http://www.research.uiuc.

edu/coi/index.asp, and to work constructively with

University to manage and mitigate any conflicts that
may arise in the course of this and related agreements
between it and University.

IN WITNESS WHEREOF, the parties hereto have
caused this Exclusive License Agreement to be executed by
their respective duly authorized officers or representatives
on the date indicated below.

[Signatures]
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