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Midnight Clause in Business-to-Business IT and IP Agreements1 

Quick, efficient and with a binding result: This is how parties wish to resolve their disputes. Switzer-

land has adopted a liberal system when it comes to conferring arbitral tribunals the right to also decide 

on intellectual property aspects annexed to a given commercial dispute, as we often see in B2B IT 

and IP licensing agreements. 

1. IT and IP Disputes 

If in the course of a business relationship disputes arise, the most important thing for the parties is 

to resolve them quickly, efficiently and permanently. Ideally, the quarrel should not affect the overall 

relationship between the parties, allowing the business to continue while that particular dispute is 

being resolved. It is with this objective in mind that BWB advises clients on the dispute mechanism 

to adopt, particularly also with regard to B2B agreements dealing with IT or IP issues. 

In our experience, IT disputes must not necessarily involve IP disputes, but sometimes they do, as 

for example in software license agreements. And sometimes, although IP related disputes do not 

touch upon the validity of a particular patent, but focus on the commercial site of the relationship, 

they, nevertheless, fall under the category of IP disputes. For example, most recently the arbitration 

team of Bratschi Wiederkehr & Buob successfully defended a Swiss based innovation company in 

a Swiss Rules arbitration raised by an important US Company in the food industry market (Link to 

case). The Arbitral Tribunal fully rejected the Claimant's claims and awarded full compensation of 

costs to our client. At the core of the disputes were claims regarding the validity of the termination 

of a licensing agreement as well as damage claims in the amount of EUR 2.8 million. Hence, the 

dispute per se was of a pure commercial nature. However, in the course of the proceedings the 

counterparty started to challenge the functionality of the technology protected by IP rights. Evi-

dently, without success. Nevertheless, this example shows that it can be of great importance that 

in a specific case the judicial body requested to decide a dispute between two partners does have 

jurisdiction to do both, i.e. decide on the commercial terms as well as e.g. on the validity of a patent 

at the core of the licensing agreement. 
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It is with this goal in mind that one should have a closer look when it comes to agreeing on the 

dispute resolution clause. Irrespective of the applicable law on the merits of a specific license 

agreement, if the seat of the arbitration as per the arbitration clause is in Switzerland, the Swiss 

Federal Supreme Court has adopted a broad interpretation of the notion of “arbitrability” of dis-

putes. It has decided that were arbitration agreements are broadly drafted, i.e. do not contain any 

limitation as to the competence of the arbitral tribunal to also decide on e.g. the validity of a patent, 

an arbitral tribunal appointed in accordance with such clause is not only competent to decide the 

commercial side of the dispute, but to also take a decision on the validity or nullity of the patent. 

This means that with a properly drafted arbitration clause inserted in a B2B license agreement, the 

parties can adopt a system, which not only finally settles their claims for e.g. damages or lost 

profits, but also decides on the validity, infringement or transfer of an intellectual property right, 

being it a domestic or a foreign one. 

Arbitration has the clear advantage that especially in international business transactions where the 

parties are often unfamiliar with the other party’s legal system and might not want to be forced to 

appear in a foreign jurisdiction in case of dispute, arbitration provides a one-stop method for a quick 

resolution. 

2. Advantages of Arbitration Clauses in IT and IP Agreements 

In our experience IT disputes mostly arise because the agreed time schedule was not complied 

with, because of costs and time overruns or because the agreed quality targets were allegedly not 

met. In all of these instances, arbitration has clear advantages over state court litigation. Besides 

the fact that arbitration is a voluntary process of dispute resolution whereby the settlement of a 

dispute resulting from a particular legal relationship is entrusted to one or more impartial persons, 

i.e. the arbitrator(s) selected by the parties themselves, in particular with regard to the IT world, 

arbitration has the great advantage that it does not only result in a final award with regard to the 

commercial terms of your relationship, but the arbitrators can also rule on the validity of the patent 

at the core of a specific license agreement. This is particularly true for arbitration proceedings with 

seat in Switzerland. In a nutshell, these are the most important facts which call for arbitration: 

a) Arbitral tribunal as a neutral and competent “court” for both parties: Especially in 

cases where one party questions the neutrality of the state courts of another country, 

arbitration offers a neutral dispute resolution body. The parties are free to choose a coun-

try as the seat of arbitration, whereby no party has to subject itself to the jurisdiction of 

the counterparty’s state jurisdiction or the application of a foreign language, foreign pro-

cedural rules or foreign legal traditions, if it does not want to do so. Moreover, the parties 

are free to choose the arbitrators based on criteria that fit the nature of the contract best. 

In particular in industries such as the IT sector, parties have a legitimate interest in having 

trusted and skilful person as “judges” over their disputes. They are free to choose an 

arbitrator with specific professional knowledge who understands the particular technical 
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issues at stake, in particular if e.g. one party claims invalidity of a patent or there is a 

dispute about the field of use as per the license agreement. 

b) Confidentiality: Arbitration proceedings and awards are often confidential, whereas 

court litigation proceedings and judgments are public. Most parties have a legitimate in-

terest to keep their commercially sensitive information as well as their dispute and patent 

related documents confidential, as neither their competitors nor the market in general 

shall in most cases become aware or have access to such information. 

c) Speed: Arbitration proceedings, e.g. under the Swiss Rules, last approximately 

14 months on an average. Most importantly, the Swiss Rules provide for expedited pro-

ceedings with a maximum duration of only 6 months, i.e. the time between filing a request 

for arbitration and the rendering of an arbitral award. Also the WIPO Arbitration Rules of 

the WIPO Arbitration and Mediation Center offer expedited proceedings that ensure a 

quick resolution of the dispute. The duration of proceedings is important for two main 

reasons: (1) the quicker the resolution of the dispute, the less the dispute affects the 

overall business relationship between the parties; (2) the quicker the resolution of the 

dispute, the lower the costs both for legal representation, but also in-house costs. In ad-

dition, arbitration is also known as “one-shot” resolution mechanism, given that there are 

only limited and very restricted grounds to challenge an arbitral award before the Swiss 

Federal Supreme Court. Hence, typically a final irrevocable and enforceable arbitration 

award is reached more quickly than in state court proceedings. Because license agree-

ments often are set up as long-term business relationships the short duration in particular 

of the expedited arbitration proceeding is a big advantage, as arbitration is often viewed 

as less adversarial, thus adding to the preservation of long-term business relationships 

between the parties. Furthermore, through arbitration parties can agree to resolve in a 

single procedure a dispute involving intellectual property that is protected in a number of 

different countries. Thereby, the parties avoid the expenses and complexity of multi-ju-

risdictional litigation and the risk of inconsistent results. 

d) Flexibility: Arbitration provides the parties with great flexibility when it comes to shaping 

the rules they want to adopt for their proceedings. Of particular importance for the IT 

industry is the fact that the parties can freely choose their own expert in support of their 

case. They have also to be heard when it is the arbitral tribunal who wants to appoint an 

expert. This is a great advantage over state court litigation, where the experts are se-

lected by the state court only, without the parties’ ado. The choice of the language to be 

used on the proceedings is a further advantage of arbitration over state court litigation, 

where the parties cannot freely decide on the language. A fact, which often causes addi-

tional costs to the parties. 

e) Enforceability of arbitral awards abroad: The enforceability of international arbitral 

awards is granted by the New York Convention on the Recognition and Enforcement of 

Foreign Arbitral Awards, which is applicable in 156 states. This convention facilitates the 

recognition and enforcement of foreign arbitral awards compared to the recognition of 

http://www.wipo.int/amc/en/center/background.html
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foreign state court judgments, which is often burdensome and in practice faces many 

obstacles. To be noted, however, is that the claimant, who does also plan to bring claims 

as to e.g. the validity of a given patent before the arbitral tribunal, might want to first check 

whether the respective arbitral award would be enforceable in a respective state, given 

that not all states adopt such a liberal interpretation of the notion of arbitrability as Swit-

zerland does. 

3. Conclusion 

The above-mentioned advantages of arbitration, in particular one-stop dispute resolution mecha-

nism, impartial and skilful arbitrators, confidentiality, flexibility and speediness of the proceedings, 

make arbitration particularly fit for the resolution of disputes arising out or in connection with B2B 

licensing agreements of the IT industry. Hence, do not stop negotiating when midnight arrives and 

the commercial terms of the agreement are set. Continue and only stop when you also agreed on 

the arbitration clause, often also called midnight clause because of its late inclusion in the parties’ 

negotiations. 
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