
ISSUES SURROUNDING CONTRACTING FOR SOFTWARE DEVELOPMENT

1.  
Introduction.
This presentation and manuscript are addressed to the issues you will face when you hire a consultant to write a software application. 

You may own a bookstore and be interested in an order tracking system or a customer tracking system.  You may own a grocery store and are interested in implementing a VIC card so your can track customer purchases. 

You may be a small manufacturer who wants to move to "just in time" manufacturing to cut inventory costs.  You will need an automated inventory tracking and ordering system. 

Just about any business can either be improved (or someone believes it can be improved) by software.  In our scenario, you have made the decision to implement a software solution.  You hire a consultant to do the work, and the consultant sends you the consultant's standard consulting agreement.  This manuscript covers many of the issues that you should consider and provides suggested solutions. 

In the scenarios we have just described, the software solution the consultant is proposing will probably consist of two parts.  The first part will be an underlying software package you are licensing.  It might be software from SAS Institute, Oracle, Microsoft, SAP or any number of software companies that provide commercial off-the-shelf software to other businesses.  This manuscript does not address the issues associated with those licenses.  

The second part of the solution is the customization of that standard software or the integration of that standard software into your existing systems.  Many commercial off-the-shelf, canned software packages require a fair amount of customization before you realize the benefits equal to the money you are paying. 

2.  
Major Issues to Consider.
In any software development agreement there are four major issues about which you should be concerned. 

a. Who will own what the consultant is developing for your client?

b. How should you protect the competitive advantage derived from this project and protect your trade secrets?

c. What real world controls can you implement to help the project actually succeed?

d. What happens if the worst case scenario actually happens?

3.  
Ownership of the Application.
3.1.  
Copyright Law.  The author of a creative work (including a software application) owns the entire copyright in that work.
  Ordinarily, the person who created the work is the author.  For purposes of the issues addressed here, the only exceptions to the general rule of an author owning the copyright in the creative work are (1) joint authorship, and (2) works made for hire.
  

3.1.1.  
Joint Authorship.  Joint authorship happens when several people work together to create a single work.  Under this scenario, a joint work may be created under the Copyright Act.  The Copyright Act defines a joint work as "a work prepared by two or more authors with the intention that their contributions be merged into inseparable or interdependent parts of a unitary whole."
  Under this definition, both authors must intend that their contributions be combined, and this intention must exist at the time the contribution is created.  It is not necessary, however, that the contributions be of equal effort or value nor is it necessary that the joint authors work in the same physical area or at the same time.  According to the statute, the only requirement is that both authors have the intention that the works are to be merged into inseparable or interdependent parts of a unitary whole.
  

It is an unusual situation where you would hire an outside programmer to write a software application, but still contribute to that work and intend that your contribution, along with that of the consultant, should form a joint authorship.  Additionally, since there are questions of accountability for profits, etc., a joint authorship may not be an acceptable result even if such a case could be made.

3.1.2.  
Works Made for Hire.  The second exception to the general copyright rule that the author owns the copyright is that of a work made for hire.  In a work made for hire situation, the author of the work is no longer the individual who created the work.  Instead, the author is considered to be the entity that hired the actual creator of the work (such as a corporation for whom the author works as an employee).
  

Section 101 of the Copyright Act limits the work made for hire doctrine to two specific situations:

a. a work prepared by an employee within his or her employment; or

b. a work specially ordered or commissioned for use:

(1) as a contribution to a collective work,

(2) as a part of a motion picture or other audiovisual work,

(3) as a translation,

(4) as a supplementary work,

(5) as a compilation,

(6) as an instructional text,

(7) as a test,

(8) as answer material for a test,

(9) as an atlas.

Even if a work is specially ordered or commissioned and falls in one of the above-enumerated categories, the parties must also agree in writing that the work is a work made for hire.

The first situation (that of an employee working with the scope of his or her employment) does not apply if the author of the creative work is an independent contractor.  The determination of whether someone is an independent contractor relies on the laws of agency.
  Many courts use the same factors that are used by the IRS in making this determination.  Those factors include: 

a. the control exerted by the employer over the employee;

b. the control exerted by the employer over how and when the work is done;

c. the supplying of equipment for the employee's use; and

d. the payment of benefits and the withholding of taxes.

It is unlikely you will want this independent contractor to be considered your employee, since that raises other issues such as taxes, liability for the actions of that contractor, etc.

The question then becomes, can the software application be considered a work made for hire under the second test under the Copyright Act?  The Supreme Court has determined that parties cannot contractually make a creative work a work made for hire unless that work falls under the strict guidelines of the Copyright Act.
  In other words, the parties cannot contractually agree that a work is a work made for hire unless it is specially ordered or commissioned for use as one of the enumerated items listed above.  While it is possible that a software application may fall in one of the categories listed above, it is unlikely in the scenarios we are discussing here.  

3.2.  
Relevance of Copyright Ownership.  This brings us to the question of why do we care whether the work is considered a work made for hire?  The determination of whether a particular work is a work made for hire is crucial to your ability to use the created work.  If a work is considered a work made for hire, you are the author and owner of the work.  If the work is not a work made for hire, you have no copyright ownership in the work.  Your ability to use the work would therefore depend on the specific terms of the agreement with the contractor, or upon the concept of an implied license to use the work.  If you are forced to rely on an implied license, you may find you only have limited rights to alter, update, copy, transform, or use the work for which you paid.

The results reached by copyright law and the U.S. Supreme Court may run counter-intuitive to what you think.  You hired the contractor, you told the contractor what to build, you managed the project with the contractor, and you paid the contractor the agreed-upon price for the application.  If that was done without a written agreement, you have an implied license to use the application (the details of that implied license being in question) and no more.  The contractor has the ability to resell the application and keep all the money, reuse the application on a project for your biggest competitor, and otherwise take the benefit of the code written while performing this application development work and reuse that to the consultant's sole benefit.

3.3.  
Transfer of Ownership.  Since the works made for hire doctrine is no real help in obtaining ownership to the application the consultant builds, a specific transfer of ownership must be in the consulting contract.  The attached sample contract transfers ownership from the consultant to you.  The language used is not magic and can be varied.  It is important, however, that the transfer of ownership be explicit and not subject to interpretation.  If the consultant is experienced, expect negotiations around this issue.

3.4.  
Your Interest vs. Consultant's Interest.  If you spend $100,000 developing an application, and the consultant then sells it to all of your competitors for $10,000 apiece, that would put you at a competitive disadvantage. The application is now in the hands of all your competitors at 1/10th the price and 1/10th the time it took to develop the original application.   This is something you would not want.  It is something the consultant may well be hoping and planning to do.

The consultant has a directly opposite interest from your interest in this matter.  Consultants, even those who can charge many hundreds of dollars per hour, are limited in how much they can earn by the number of hours in the day.  If, however, consultants can leverage their time by developing a marketable application they can then resell over and over again, they can leverage the value of their development time.  By taking the same application and perhaps making minor adjustments to it and selling it to new clients, the consultant reaps additional rewards from its development time.  The consultant's income is not just based on the per hour rate multiplied by the time it took to build the application.  The consultant can now charge future clients based on the value that the consultant is delivering by installing the application.  You, on the other hand, do not want to fund research and development efforts to benefit your competitors.  You and the consultant have directly opposite interests with respect to the customized application being built for you.

3.5.  
Application Development Tools: Toolbox Code.  While it is true that your interests and the consultant's interests diverge with respect to ownership of the application as a whole, strangely enough, the interests are not diverse when it comes to the consultant's development of and use of software application tools; often know as “toolbox code”.

Skillful and experienced software consultants usually bring with them application development tools they reuse.  This is often known as "toolbox code".  The piece of code that makes a pull-down menu work is an example of toolbox code.  A pull-down menu is activated when you click on a menu choice.  It gives you additional selection criteria. Most Windows-based applications work this way.  There is a piece of code that makes that operation happen.   It makes no sense to develop that piece of code over and over and over again.  You would not want to pay the consultant to come up with a new and different way to build that tool simply so they could put a unique methodology in your application.  Consultants, by developing these tools and using them over and over again, are able to perform better and faster applications development with less bugs and errors in the applications.  In this regard, you are benefiting from the consultant having a set of tools available to use. 

Therefore, when the code ownership discussion happens, the consultant, if he is at all knowledgeable about his business, will insist on keeping ownership to any tools he brings with him.  It is unlikely you could either negotiate ownership to those tools or that you would want to. 

So what do you want with respect to those tools?  You want a perpetual, nonexclusive, worldwide right to use those tools and to sublicense those tools as a part of the application.  In other words, you want as broad a grant of license as you can have.  The grant of license should closely match the ownership interest in the application.  Why is that?  If you have ownership to only the new code that the consultant writes and a very limited license to the tools that are imbedded in that application, then your ownership interest will not allow you to exploit the application as a whole, since parts of the application, the tools, will have more limited rights.  The ownership interest will not serve all the intended purposes. 

You need the right to distribute the application and deploy it wherever and whenever you would like.  You need the right to sell it, copy it, modify it, update it, and to do anything else which would be inherent in the ownership of an asset.  It is unlikely that a non-specific grant of license to the toolbox code will be viewed as broad enough to cover these rights.

As a point of caution, just about everyone who comes up with a great idea that they want to implement in their business believes this will be the next million-dollar idea.  They believe they will be able to sell the application and make tons of money.  Your dreams generally do not come to fruition for a number of reasons.  You are not set up to market, distribute or support an application, nor will you be able to customize that application to the next customer's business needs.  Remember, if you could do it yourself, you would not have hired a consultant.  While it may well be you can take the idea, hire a consultant, and double your revenue on sales of the application you had developed, in reality, if the application gets implemented successfully, you should be very happy and never look back.  You should not give up very much in negotiations in exchange for the right to resell an application because it is unlikely that you will ever be able to sell it anyway. 

3.6.  
What If You Cannot Get Ownership.  Some consultants may simply refuse to transfer ownership to the application they are developing.   Why would they take such a strong position?  There are probably three reasons for this position.

a. They want to resell the application to others.

b. They want to develop similar applications and do not want to be in a situation where they will inadvertently violate the transfer of ownership by reusing code that they have included in your application.

c. They are not sure of all the ramifications of the transfer of ownership and are operating out of ignorance.  

Assuming you are not adamant about owning the application and are willing to let the consultant retain ownership, what issues does that raise?  The first issue is if you are not going to own the application, what license grant do you need?  The second issue is what restrictions do you want to put on the software developer to keep him from giving away your competitive advantage?

3.7. 
If Not Ownership, What License Grant.  You need as broad a license as you can possibly get.  The license should be perpetual (the grant lasts forever) worldwide, transferable, fully paid, irrevocable with the right to sublicense.  In other words, you want all the rights you would have had if you had ownership.  An example of an acceptable license grant is as follows:   

"Consultant transfers to Customer a worldwide, perpetual, transferable, fully-paid and irrevocable, royalty-free license to use, copy, display, modify, and sublicense the Work Product and any of its component parts."

3.8.  
How to Protect Competitive Advantage.  If the consultant retains ownership and is not restricted by the license grant, what prevents him from selling the application to competitors?  The only other protection you have is found in the confidentiality section of the contract.  In the ownership section of the agreement, the parties have been addressing the intellectual property rights of the application that is being developed -- who owns the application and what is the grant of authorization in the license.  From the ownership rights and the license rights naturally flow the implied authorization to do the many other things we discussed, such as copy, distribute, display, sell, sublicense, etc.

4.
Confidentiality.
The confidentiality section of the license agreement is grounded in contract law and in trade secrets law.   It does a consultant no good to own an application if he has agreed to never show it or use it in any way other than on your site.  One solution to the problem of protecting your competitive advantage is to place in the agreement provisions that prohibit the consultant from talking about, displaying, selling or licensing your application.  This will allow the consultant to break your application apart and still use the bits and pieces of it.  This is a compromise that makes sense and will allow the consultant to continue to add to the consultant's toolbox. 

There are two major aspects to the confidentiality provision in a software development agreement.  The first is the confidentiality of what the consultant builds for your client.  Generally, an application is the result of the ideas received both from you and from the consultant, customized to meet your unique environment.  It is certainly plausible that a competitor could review an application written for you and discern much about your systems, operations, clients, etc.  Dataset names from your application could give insight into what you feels is important in running you business. 

The other confidentiality obligation that the agreement should address involves what the consultant sees while on your client's site.  For some application development projects, the consultant is on-site for days or weeks or months and is working in systems in which the data essential to your client's business is residing.  Customer lists, price lists, and salaries are just as a few of the pieces of information consultants may be exposed to while in the computer system.  Additionally, consultants may learn quite a bit about what is going well and not going well at your client's site.  All of this is information you would not want the consultant sharing with the press, your competitors, or anyone else for that matter.  The consulting agreement, therefore, should cover both issues. 

The resulting agreement should specifically address what, if anything, about the application can be reused or discussed or implemented in the consultant's future work.  The agreement should also explain that all non-public matters about which the consultant becomes informed while working at the site should also be confidential. 

5.
The Structure of the Software Development Agreement. 

The most flexible structure for software development agreements is one in which the basic terms and conditions are dealt with in a master document between you and the consultant.  The specifics of the work to be done are listed in a supplement to that master agreement.  This allows the issues of ownership, confidentiality, limitations of liability, warranties, etc. to be addressed and to remain pristine.  The business issues of what the consultant will develop, how long the project will last, what the consultant will be paid, and on what basis the work is being performed are addressed in a separate document.  The business issues will almost certainly change from project to project.  This structure is not as beneficial for consultants who are only coming to do one discrete project and where you do not expect to see the consultant again.  For consultants who will be doing more, or one large project in multiple stages, having this format will reduce everyone's time, effort, energy and risk. 

5.1.
Fixed Price vs. Time and Materials Project.  Consulting work performed on a time and materials basis means the consultant is paid for the time spent working on a project and is reimbursed for the expenses and materials used.  The other method used in consulting is a fixed price deliverable basis.  As the name implies, under a fixed price contract the amount of money the consultant will be paid is fixed in the contract and the consultant agrees to provide a working deliverable (software application).  Both methods have benefits and risks.

5.2.
Fixed Price Deliverable Work.
5.2.1.
  Benefits.  The major benefits to you are certainty of cost and assurance that the application will be delivered for that cost.  You do not share the risk of unexpected problems and cost overruns in the development of the application.

The major benefit to the consultant is the ability to make more money on the project since the consultant keeps any money not spent in the development of the application.

5.2.2.   Risk.  The major risk to you is the application development will be more expensive.

The major risk to the consultant is underestimating how much it will cost to develop the application and thus losing money.  Under a fixed price arrangement, the consultant must develop the application for the agreed price no matter what it actually costs.  If it costs less than the consultant expected, the consultant keeps the excess profit.  If it costs more than expected, the consultant loses money on the project.

5.2.3.
  General Discussion.  Performing a contract on a fixed-price deliverable basis shifts the entire risk of a mistake in estimating the cost of completing the consulting services to the consultant.  In order to accept this increased risk, the consultant will probably charge a higher fee per hour and should add in extra hours to guard against the unexpected when estimating the number of hours required to develop the system.  Because the project is being performed fixed-price, when the consultant finds a better, faster and cheaper way to do the development work, the consultant makes more money.  You do not reap the benefit of those savings.

It may take longer to get started on a fixed-price contract.  To accurately perform a fixed-price contract, a detailed specification should be developed.  This specification indicates exactly what the consultant has agreed to build and sets forth an objective acceptance criteria.  The acceptance criterion provides a way to determine if the application is acceptable.  If the software meets the criteria, it is deemed accepted and the consultant gets paid.  The delay in getting started is caused by the need to write the detailed specification.

A fixed-price contract may require more administration because of the increased need for change orders.  Since you seldom know exactly what you want and exactly how you want it to work, changes invariably occur during the course of development.  This is true for two reasons.  First, if you knew enough about software to know exactly how it worked and what you wanted from it, you probably would not need consulting services.  Secondly, you are not as familiar with the software as are the consultants. Although you may think you want one thing, the consultant may know a better, faster and more efficient way to accomplish the same thing.  In a fixed-price contract, each time a change is made to the system, the parties must sign a change order.   The change order must account for the additional time to develop the application and associated impact on cost.  If the change will cost more money, you must approve the money.  This process slows down the development effort.

A fixed-price contract can lead to a combative, not collaborative, working environment.  Once a fixed-priced contract is entered, the parties have divergent interests.  The consultant wants to accomplish the deliverable using as little time, effort and resources as possible to maximize the consultant's profits.  You want to get as much functionality and as complete a system as you can for the fixed-price you have agreed to pay.  

5.3.

Time and Materials Project.
5.3.1.
Benefits.  You share the cost savings associated with completing the application early.  The per hour cost is usually less.  The project can begin sooner and there is less paperwork required with change orders. The consultant is not reluctant to comply with your request to add functionality since it will not cut into the consultant's profit.  All extra time spent in adding functionality is paid for by the hour so there is less conflict between you and the consultant.  You can also end the project if it is not going well and will have only paid for time actually spent.

The consultant benefits by reducing the risk associated with estimating the cost associated with developing the application.  If there is a cost overrun, you must still pay for it.  These type projects are easier to administer since there is not as much need to do a change order every time the consultant adds functionality or every time you makes a minor change.  Project management is still required, as is documentation when major changes occur.  The level of required detail is simply less.

5.3.2.
Risk.  The biggest risk to you is no guarantee of a deliverable. You may be  concerned that you are committing to spend many thousands of dollars with the consultant, but the consultant is not committing to deliver anything specifically in return.

The risk to the consultant is allowing you to treat the contract as a combination time and materials / deliverable contract.  You may expect the consultant to deliver the application on time for the estimated budget but will not pay more if there is a cost overrun. You will expect to get the benefit of any cost savings.  In other words, if all goes well, you are happy to have the speed, flexibility and cost savings associated with a time and materials contract.  If there are delays and cost overruns (even if caused by you) you will expect the consultant to do the extra work for free to stay within the estimated budget.   

6.
Project Management, the Best Insurance. 

Delving into the world of software application development is at once both wondrous and full of risk.  According to some applications developers, software can do anything.  Whatever functionality you want, whatever report you need, whatever calculation you would like to see, and however you would like it formatted is not only possible, but just a couple of days away.  In many cases, that which is promised by the consultant actually comes about and everyone is happy.  Unfortunately, that may well be the result in a minority of applications development contracts. 

If the application which was planned and for which a contract was signed is developed on time, on budget, and operates appropriately, and then the consultant does not violate any of the warranties or confidentiality provisions, there is no real need to ever look at the consulting agreement.  In truth, the issues of ownership of code, violation of third-party intellectual property rights, delivering the application to a competitor, etc. are not the issues over which you and the consultant will disagree.  Roughly stated, the issue that will engender ire is the application is not built, it is not what was promised, and the money has run out.  

6.1.
The Creeping Specification.
The creeping specification happens when the parties initially agree on what the application will do, what it will cost, and how long it will take.  As you and the consultant start working with one another, one or both of you start thinking of new and different ideas, and the scope of the project broadens.  The functionality for the application increases and little things are added along the way.  Initially, you needed three reports, but wouldn't reports four and five be nice to have?  You suggest it to the consultant who agrees that that would be a good thing to do.  In another scenario, the consultant sees that, while they agreed to implement the application on only one machine, to get the real value of this application, it should be implemented on all five machines.   All of these changes, while perhaps minimal in and of themselves, accumulate to grow this project beyond its original specifications.  Because you and the consultant have become such good friends, no one ever bothered to document the changes.  There is no consideration of how it will affect the time line or cost.  

In an organization where the representative working with a consultant does not have the authority to allocate more money, the creeping specification is an even bigger problem.  At some point, the time will be up, the application will not be built, and the lies will begin.  Who asked for what change, why certain things were done or not done, why the project is not finished, whose fault it is, why they cannot receive more funding are all matters of altered memory resulting in disagreement and recrimination.  The committee which originally funded the money, or the owner himself, now sees $100,000 down the drain, nothing to show for it, and an application that doesn't work.  Be aware of the creeping specification and how project management, more than anything else will ensure the work leads either to the intended application or to an early recognition you hired the wrong consultant.

6.2.
Contract Can Encourage Project Management.
In simplest terms, project management means keeping the project on track.  It is having a clear understanding from all parties and having it reflected in the contract that no changes to a specification can be made without written authorization and amendment to the project work statement.  The change order must recognize and identify the likely impact on cost and time.  By having project management requirements specified in the contract, it encourages project management by explaining what should be done and by letting both you and the consultant off the hook for being the "bad guy".  If either party wants to implement the change, the other party can simply explain that they are happy to do so, as long as the change is documented and made a part of the agreement.  If a change is made without a change order, the consultant develops other than the original specification at the consultant's own risk.  While it is generally considered the consultant's responsibility to perform project management, if the project goes badly, it will be equally as bad for you as for the consultant.  It is you productivity, money, management time, etc. which is being used, and perhaps wasted, on the project.  

7.
Protection Against the Worst Case Scenarios.
What provisions do you want in the agreement to protect you in case the consultant (1) is implementing someone else's intellectual property, (2) is totally incompetent, or (3) decides to disappear into the darkness before the project is finished?  

7.1
Intellectual Property Indemnification.  The contract should have a representation from the consultant that the consultant owns or at least has appropriate rights to deliver everything the contract requires of the consultant.  If the consultant is transferring ownership to the application, the consultant must have ownership of everything in the application to which ownership is being transferred.  If the consultant is bringing tools with him to utilize in the project, you must have the right to use those tools on the project.  You will not be able to perform the due diligence necessary to verify these representations in the contract.  There would be no real way to do so.  It is important that there be an affirmative representation and that the consultant accept indemnification obligations in case a claim is made that the application violates a third party's intellectual property rights, which includes trade secrets, copyright, and patent rights. 

In addition to giving you a contractual right to bring a claim against the consultant for indemnification should you be sued, provisions like this in your consulting agreement can also serve as a defense to a claim you knowingly violated copyright, trade secret or patent rights.
 

7.2. Limitations of Liability and Insurance.  Much emphasis is often placed on the limitation of liability provision.  Most contracts between sophisticated companies will have a limitation of liability provision that allocates the risk between the parties.  In dealings with companies, both of which have deep pockets, a limitation of liability is a meaningful and useful provision.  If the consultant your company is hiring is a one-person shop who works out of his home, the limitation of liability is probably not worth the paper on which is written, as the true limit of the consultant's liability may be $0 if the consultant has no assets.  A million-dollar limitation of liability with someone who only has a net worth of $10,000 seems like overkill.  More important than the limitation of liability, or at least equally important, is the existence of insurance.  The consultant should have, and should be prepared to show, errors and omissions insurance and general liability insurance in amounts that are appropriate for the likely harm the consultant can do.  $1 million seems like a nice round number, but that amount certainly can be adjusted higher or lower depending on the facts. 

7.3
Source Code Retention.  What happens if the consultant, after having developed 30,000 lines of source code, disappears into the darkness taking the source code with him.  In this scenario, it would only require an additional week's worth of work to finish the application, but since you do not have access to the source code, the whole project must be started over.  There is an easy and almost cost-free way to eliminate the risk.  The person your client designates to work with the consultant should keep a back-up copy of the source code on a regular basis.  This might be done automatically if your client's application is being developed on your hardware and systems are backed up every evening.  If the application is being developed off-site at the consultant's site, which is quite often the case, the contract should provide for regular deposits of source code to ensure against losing the work. 

8.
Conclusion.
There are many other issues identified in the sample agreements attached that are also important, but more self-explanatory.  I am happy to address any questions or help you work through any issues.  Please call me at 919-677-8000, ext. 7011, or email me at SASJGB@WNT.SAS.COM.

APPENDIX A











Agreement No. __________

Consultant Agreement

This Consultant Agreement (“Agreement”) is between _______________________,with offices located at __________________ (“Consultant”), and SAS Institute Inc., a North Carolina corporation, with offices located at SAS Campus Drive, Cary, North Carolina 27513 (the “Institute”), and shall be in effect from ________________, 20___.

1.
Services
1.1
Consultant shall provide professional services as requested in signed Work Order(s) (“Services”) incorporated into this Agreement by reference.

1.2
Consultant shall not subcontract any of Consultant’s obligations hereunder without the prior written consent of the Institute.

1.3
The Institute has the right to inspect work at any time, stop work, require changes to the work, and request modifications to the Services.    

1.4
The Institute shall be the sole owner of all proceeds in any form developed pursuant to this Agreement (“Work Product”), including but not limited to any notes or other written materials; any research, including interviews; any sketches, drawings or pictorial representations; any miscellaneous information stored in any media; and any computer code and documentation regardless of form.  All such Work Product or any portions thereof shall be considered works made for hire. All right, title and interest to and in copyrights, patents, trade secrets or other intellectual property rights associated with any ideas, concepts, know-how, techniques, inventions, processes, or works of authorship embodied in such Work Product shall belong exclusively to the Institute, and the Consultant agrees to provide the Institute full disclosure thereof.  Consultant further agrees that the Institute shall have the sole right to use, exploit, merchandise, and publish the Work Product in any form and in any and all media, whether now known or hereafter devised, throughout the world, in all languages, as the Institute in its sole discretion shall determine. Any use of the Work Product by Consultant is at the sole discretion of and subject to prior written approval from the Institute.  In the event the Work Product is deemed not to be a work made for hire, Consultant agrees that all such intellectual property rights are automatically assigned at the time of creation, without any requirement of further consideration.  Upon the Institute’s request, Consultant shall take such further actions as may be appropriate to give full and proper effect to such assignment(s).

1.5
Consultant has no ownership interest in any material, data, specification, tape or program, or any Confidential Information provided to the Consultant in connection with this Agreement (“Material”). Use of the Material by Consultant is limited to the performance of Services under the applicable Work Order. Consultant agrees that upon request or upon termination of this Agreement, Consultant will within ten (10) days at the direction of the Institute, either:

(i)
promptly return to the Institute; or

(ii)
destroy, and if destroyed, certify such destruction in a written notice signed by Consultant;

any Material in Consultant’s possession or under Consultant’s control without retaining copies of any kind.

1.6
To the fullest extent allowed by law, Consultant hereby expressly and irrevocably waives in favor of the Institute or its nominee, any and all moral rights arising under statute, treaty or at common law that Consultant has now or may have in the future with respect to any Work Product prepared by Consultant hereunder.  Such moral rights include, without limitation, the right to attribution of authorship, the right to restrain distortion and modification and the right to prohibit any use of any such Work Product in association with a product, service, cause or institution that might be prejudicial to Consultant’s honor or reputation.

1.7
At its discretion, the Institute may employ other consultants for the same or similar services as provided under this Agreement.

2.
Term and Termination
2.1
The Institute may terminate this Agreement immediately upon notice to Consultant and payment for Services completed and delivered as of the date of termination. 

2.2
This Agreement shall terminate immediately if Consultant (1) violates the Institute’s intellectual property rights, (2) commits a material breach of this Agreement, (3) fails (or a Consultant employee or agent fails) any drug or alcohol testing requested by the Institute, (4) or if the results of background verifications are not satisfactory to the Institute.

2.3
Notwithstanding any other provisions in this Agreement, if this Agreement is terminated or expires, Consultant shall immediately deliver in accordance with Section 1.5. and this Section all Work Product developed under this Agreement.

2.4
The provisions of Sections 3, 5, 6, 7, 8 and 9; and subsections 1.4, 1.5, 1.6, 2.3, 4.3, and 4.4.2.3 survive the termination or expiration of this Agreement.

3.
Payment 
3.1
As full and complete consideration for the rights granted and the Services performed hereunder, the Institute shall pay Consultant according to the applicable Work Order.  The Institute will not pay for any Services above that are not authorized by the Work Order.

3.2
Unless otherwise set forth in a Work Order, the Institute will pay for pre-approved reasonable expenses incurred by Consultant.

3.3
Unless otherwise set forth in the Work Order, Consultant shall invoice the Institute each month for the previous month’s Services and expenses or upon completion of the Services, whichever occurs earlier.  The Institute shall pay all approved amounts invoiced by Consultant within thirty (30) days of receipt of the invoice; provided, however, final payment shall not be made until delivery and acceptance of all Work Product identified in this Agreement.  All invoices shall identify the Work Order(s) to which they relate, and, If applicable, shall specify the individuals performing the work, the rate and time worked for each such individual.

4.
Consultant’s Responsibilities 

4.1
Consultant agrees to abide by the Institute’s policies and procedures regarding security of the Institute’s facilities, computing resources and as necessary, customers of the Institute (hereinafter “Customer(s)”).  Consultant further agrees that any individuals providing Services under this Agreement shall submit to background verification, drug, and alcohol testing as requested.  

4.2
Consultant is an independent contractor and neither Consultant nor its employees or agents are Institute employees.  Nothing contained in this Agreement implies any other relationship between the Institute and Consultant. Consultant, its employees and agents have no authority to make statements, representations or commitments of any kind on behalf of the Institute, or to take any actions binding upon the Institute.

4.3 
Consultant is responsible for payment of all local, state, federal, excise and payroll taxes, and any other fees or contributions arising from the operation of Consultant’s business.  Consultant agrees to indemnify and hold the Institute harmless from any liability resulting from a breach of this subsection 4.3.

4.4
Consultant shall for the term of this Agreement provide and maintain in full force and effect, at no additional cost to the Institute, the following minimum amounts of insurance:

4.4.1 If Consultant is an individual:  

Comprehensive Automobile Liability insurance coverage of $100,000.00 per person and $300,000.00 per occurrence for bodily injury and $50,000.00 for property damage.

4.4.2  If Consultant is a corporation or partnership:

4.4.2.1
Comprehensive Automobile Liability insurance combined single limit for bodily injury/property damage of $2,000,000.00; and 


Comprehensive General Liability insurance combined single limit for bodily injury, property damage and contractual liability of $2,000,000.00 per occurrence and $2,000,000.00 aggregate; or 

4.4.2.2
as an alternative to lower underlying limits than those stated, Umbrella liability coverage limits of $2,000,000.00.

4.4.2.3
Regardless of whether Consultant satisfies the requirements of 4.4.2 under sub-subsection 4.4.2.1 or sub-subsection 4.4.2.2., Consultant shall obtain and maintain workers’ compensation coverage sufficient to meet the statutory requirements of any locality in which Consultant’s employees are engaged under this Agreement.

Before any Services are performed under this Agreement, a standard Certificate of Insurance must be on file with the Institute, showing evidence of all insurance coverage required under this Agreement.  All policies shall provide that no cancellation or material change will be effective without at least thirty (30) days’ prior written notice to the Institute.  

4.5
If Consultant is a corporation or partnership, Consultant shall advise its employees and/or agents performing Services of the terms and conditions of Sections 1, 4, 6, 7 and 8 of this Agreement and Consultant’s relationship with the Institute.  Consultant shall have an appropriate written agreement with each Consultant employee and/or agent who performs work under this Agreement to enable Consultant to comply with the terms and conditions of this Agreement.  Upon the Institute's request, Consultant shall provide the Institute with copies of these written agreements.

4.6
Consultant shall promptly notify the Institute of any inquiries which (i) relate to the Services being performed under this Agreement with regard to goods and/or services provided by the Institute or its subsidiaries and (ii) are received in the course of Services being performed under this Agreement.  Should the Institute decline to take action on business leads generated by such an inquiry, Consultant may do so; provided, however, the provisions set forth below with respect to non competition, as well as the provisions of any Institute software license agreement with Consultant, shall be binding.

5.
Warranties and Indemnification
5.1
Consultant warrants the Services will be performed by qualified individuals and in a diligent, conscientious and workmanlike manner.  Consultant further warrants the Work Product will meet generally accepted industry standards.

5.2
Consultant warrants it is under no obligation or restriction that would prevent or interfere with Consultant’s ability to perform the obligations of this Agreement.  Consultant warrants that performance of its obligations under this Agreement will not violate the terms and conditions of any other agreement between Consultant and a third party.

5.3
Consultant warrants that no part of the Work Product will infringe upon any patents, copyrights or any other rights of third parties, and that Consultant has the right to assign or otherwise transfer all rights in the Work Product to the Institute.
5.4
Consultant assumes full responsibility for Consultant’s performance of Services and agrees to indemnify and hold the Institute harmless from any liability, debt, cost, damages and reasonable attorney’s fees, including but not limited to those arising from breach of any warranty hereunder and injury to persons or damage to property.

6.
Confidential Information
6.1
Consultant shall use Confidential Information only as necessary for the purpose of this Agreement.  Consultant shall not disclose or communicate Confidential Information except to the Institute’s employees who have a need to know the Confidential Information and any third party authorized by the Institute to receive the Confidential Information.

Confidential Information shall be defined as information:

(i)
obtained during the performance of Services, including but not limited to the Work Product;

(ii)
obtained as a result of access to any facility, where such access is at the direction of the Institute;

(iii)
directly or indirectly related to the Institute or any Customers’ research, processes, business plans, products and product development, purchasing, accounting or other internal matters; or

(iv)
identified to Consultant as confidential by the Institute or any Customers or while not so identified, should be reasonably understood to be confidential.

The existence of this Agreement and any Work Order(s) hereto, as well as their terms and conditions, shall also be deemed Confidential Information.

6.2
Consultant agrees to use the same care to avoid disclosure of the Confidential Information as Consultant uses with Consultant’s own similar Confidential Information, but in any case not less than reasonable care.


Consultant shall not remove any proprietary, copyright, trade secret or other legend from any form of the Confidential Information.  Consultant shall not copy or reproduce, in whole or in part, any Confidential Information without written authorization of the Institute, except as is reasonably required to accomplish the purpose stated herein.  Consultant agrees that should any unauthorized disclosure or use of the Confidential Information be made by Consultant, Consultant will (i) immediately notify the Institute of same; (ii) take all reasonably necessary steps to prevent further unauthorized access and/or use; (iii) cooperate with the Institute in its efforts to secure the Confidential Information and protect the Institute’s proprietary rights therein.


In the event the Confidential Information must be disclosed pursuant to judicial order or requirement of law, Consultant shall immediately notify the Institute of such order or requirement and shall take all available steps to limit such disclosure.


Notwithstanding anything herein to the contrary, no obligation of confidentiality applies to any Confidential Information that: (i) Consultant already knew at the time of disclosure and which can be evidenced by Consultant’s business records; (ii) Consultant independently developed, providing Consultant can show that such development was accomplished by Consultant or on Consultant’s behalf without the use or any reference to the Confidential Information and which development can be evidenced by Consultant’s business records; (iii) is made public by the Institute; or (iv) is disclosed with the Institute’s prior written approval.


The Institute grants no license to Consultant pursuant to any copyright, patent, trademark or trade secret rights by the disclosure of the Confidential Information.

6.3
Consultant agrees that Consultant’s obligations of confidentiality described herein are binding in perpetuity.  To the extent that the applicable law shall require for validity the imposition of a stated term for the obligations of confidentiality stated herein in lieu of a term in perpetuity, then and only then the term of the obligations shall be deemed to continue for whichever of the following periods is less:  (i) so long as any copyright or trade secret interest of any kind in the Work Product exists anywhere in the world; or (ii) the maximum period permitted by law.

7. Publicity

Consultant shall not make any public statement regarding this Agreement or any Work Order(s) hereunder, or use the Institute’s name or other trade or service marks in any advertisement or publication without the Institute’s prior written approval.

8. Non-competition

Consultant expressly covenants and agrees that during the term of this Agreement and for a period of one (1) year immediately following its expiration or termination for any reason including, without limitation, termination by mutual agreement, Consultant will not for itself, or on behalf of any other person, firm, partnership, or corporation without the prior written consent of the Institute:

(i)
if Services include teaching training courses, teach training courses relating to Institute products; or

(ii)
compete with the Institute for any professional services which the Institute first identified to the Consultant.

9.
General Terms
9.1
Any notice provided for in this Agreement shall be deemed sufficiently given when received at the following addresses:

If to the Institute:
[Title]


SAS Institute Inc.


SAS Campus Drive


Cary, North Carolina 27513 


with a required copy to:
Office of General Counsel


If to Consultant:
[Name]


[Title]


[Company Name]


[Street Address]


[City, State  Zip Code] 

The parties may change such addresses by giving notice in accordance with this Section 9.1.

9.2
Headings included in this Agreement are for convenience only and are not to be used to interpret the agreement between the parties.

9.3
If any part of this Agreement is held unenforceable or invalid, the remaining provisions shall remain in full force and effect.

9.4
Consultant acknowledges and agrees that due to the nature of the property that is the subject of this Agreement, the Institute shall suffer irreparable harm should Consultant breach any obligation hereunder.  The Institute shall, therefore, have the right to seek any form of available equitable relief to enforce any right or to prevent or cure any breach of any obligation undertaken, without in any way prejudicing any available legal relief.  Such equitable relief may include, but is not limited to, the seeking of a temporary or permanent injunction, restraining order or order for specific performance, and may be sought in any appropriate court, with or without notice, depending on the circumstances.  Consultant further agrees that such injunction shall be without prejudice to any other rights accruing to the Institute by reason of the breach of this Agreement.  It is expressly agreed that the obligations of this paragraph survive the termination of this Agreement.

9.5
This Agreement may not be assigned by the Consultant without the prior written permission of the Institute.  Any attempt to do so is void. This Agreement shall be binding on the parties and upon their respective heirs, administrators, successors, and permitted assigns.

9.6
This Agreement shall be deemed to have been entered into in and shall be governed by the laws of the State of North Carolina both as to performance and as to interpretation, without regard to choice of law provisions.

9.7
This Agreement and Work Order(s) hereunder may be executed in two or more counterparts, each of which will be considered an original, but all of which will constitute one and same Agreement.  The parties have agreed that faxed signature copies will be legally binding.

9.8
The parties acknowledge that they have read this Agreement and the applicable Work Order(s), understand them, and agree to be bound by their terms and conditions.  Further, they agree the complete, exclusive and final statement of the agreement between the parties relating to the subject matter shall consist of this Agreement and the applicable Work Order(s).  This Agreement and the applicable Work Order(s) supersede all communications, oral or written, between the parties relating to the subject.

CONSULTANT 





SAS INSTITUTE INC.

By:







By:







Authorized Signature





Authorized Signature

Name (type or print)





Name (type or print)

Title







Title
Date







Date

Social Security or

Federal ID No.: ________________

Work Order Number _____ to Consultant Agreement No.  ______ ("Agreement") between SAS Institute Inc. ("Institute") and _____________("Consultant"), which is incorporated into the Agreement.

1.
Description of Services.
Consultant shall provide the following services:

2.
Payment. As full and complete consideration for the rights granted and the Services performed hereunder, Institute shall pay Consultant as follows:

[IF THIS IS A DOLLAR AMOUNT, SET A MAXIMUM AMOUNT THAT CAN BE CHARGED.  IF THIS IS A PER HOUR RATE, SET A MAXIMUM NUMBER OF HOURS THAT CAN BE WORKED.]

Any provision of Services by Consultant after such amount has been reached shall be at no additional charge.

3.
Consultant's Budget. (IF APPLICABLE USE THE TEXT SET FORTH BELOW. IF NOT APPLICABLE, INSERT "N/A" IN PLACE OF THE TEXT) 

The maximum amount that can be billed under this Work Order for all fees and taxes is _______________, unless otherwise agreed to in writing by both parties.  

4.
Start Date. ________________.

5.
Completion Date. ________________.

6.
Complete Agreement.
The Agreement and this Work constitute the complete and exclusive statement of the parties' agreement about the Services under this Work Order and supersede all prior communications relating to the subject matter of this Work Order.  In the event of any conflict between the Agreement and this Work Order, the terms and conditions of this Work Order shall control.  Additional or conflicting terms on any current or future Consultant documents unless accepted by Institute in writing are expressly rejected.  The Agreement and this Work Order can be modified only in writing signed by an authorized signatory of the parties. Both Institute and Consultant have read the Agreement and this Work Order, understand them, and accept their terms.

This Work Order shall be effective upon the last dated signature below.  

CONSULTANT 





SAS INSTITUTE INC.

By:







By:







Authorized Signature





Authorized Signature

Name (type or print)





Name (type or print)

Title







Title

Date







Date

Social Security or

Federal ID No.
: _______________
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� In copyright, patent and trade secret law, there is a distinction between innocent infringement and knowing and willful violations.  In copyright law, the statutory penalty can increase to $100,000.  17 USCA § 504(c)(2).  In patent law, the damages can be increased up to three times the actual amount.  35 USCA § 284.  In North Carolina, knowing violation of a trade secret can result in punitive damages.  North Carolina General Statutes § 66-154(c). 
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