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And don’t forget the IP
PARTNERS Legal managing partner, PETER GANDOLFO, talks about the importance of safeguarding a company’s intellectual property and future viability via contracts with individual employees, suppliers and bid partners.

Stellar Designs is a leading Melbourne architecture and interior design firm and has a reputation for innovative design. The company has formed a consortium to bid for the multi-million dollar fit-out of a brand new commercial office block being developed for a key client at Docklands. 
The Stellar-led consortium - which includes IT firm, Universal IT Solutions, and an Italian fabrics company – is positioning itself as the strongest contender for the job. Stellar Designs’ architect, Rory Wilson, has a close relationship with the client while Universal’s desktop computer-free “hot-desking” workplace concept is revolutionary and particularly attractive to the client.

Rory has even invented a special cup-holder system, CleverCup, which has been devised to prevent unnecessary coffee spillage, much more likely with employees constantly moving from desk to desk and having no fixed office or desk space.
At the express request of Stellar’s MD, Stella McFarland, the company has spent an inordinate amount of time and money in the pre-bid phase, conducting considerable research into what might appear in the Docklands’ tender and how best to respond to this eventuality. 
The company has even formed a special pre-bid team which consists of four full-time members of staff who have been pulled from their usual duties to concentrate solely on working up documents ahead of the tender announcement. 
As a long-time member of the Design Institute of Australia, Stella McFarland is aware of the industry opposition to free-pitching, and her company normally holds the line. However, she is so confident of the strength of the bid team that she persuades her co-directors and her consortium partners they should tender without fee.

During what has already been a busy year, Stellar has invested a significant amount in building up a relationship with the Italian fabrics’ company, Tessuto Verdi (green fabrics). Stellar employees have travelled to Europe three times over the past six months, in an effort to persuade the company that Australia is worthy of investing in.

Tessuto Verdi has launched a new range of environmental fabrics (the process used to make the fabric is carbon neutral) and has verbally agreed that the product will be sold through Stellar exclusively in the Australian market for a period of five years provided Stellar lands the Docklands’ project.  

As Stellar becomes increasingly confident of winning the bid, it sinks more and more into safeguarding its investment by adding another three people to the pre-bid team.

The only chink in the armour is the fact that Stella McFarland and Universal’s MD don’t exactly see eye to eye. After one particularly heated discussion two days before the tender officially opens, Universal decides to leave the consortium.  

Universal decides to lead its own consortium and teams up with another interior design firm, Blueprint. The companies enter into a formal teaming agreement.

Aware that Stellar’s Rory Wilson has the key relationship with the Docklands client, Universal’s MD persuades him to jump ship and join Blueprint.

Stellar is now very much on the back foot and a sense of panic sets in.
It needs to win the tender in order the recoup its enormous investment in the pre-bid process. It also has its reputation to uphold. Missing the contract at this stage would be the kiss of death for the company in an industry where reputations are hard to build and easy to lose.

It desperately cobbles together a new bid team and enters the formal bid process.

However, not only is the new team without its star player, Rory, but his sudden departure has seen morale among Stellar consortium partners and their staff members plummet.

They have lost their spirit and their renowned “edge” and everything is done half-heartedly.

The newly formed Universal consortium trounces Stellar and lands the major fit-out job.
Stellar is devastated. Not only has it lost a major contract but it also has no chance of recouping its losses from the pre-bid phase.

In addition to this, Rory has also taken his CleverCup invention him, not to mention three quarters of Stellar’s client base.

The company is now the laughing stock of the industry. It has lost what was an unlosable project, not to mention the majority of its clients. Staff morale is shot. Word has also got out that the company is highly vulnerable and the competition is rapidly beginning to pick off employees.

Stellar is unable to sustain its losses and goes into liquidation months later.

Safeguarding your company

Could this catastrophe have been avoided?

In a word, yes. Had Stellar insisted on contracts with individual employees, suppliers and bid partners much of the disaster would have been averted. 
An individual employee contract with Rory (not to mention all employees) was particularly important in that his role was client focussed, he had access to highly confidential information and he was also involved in state of the art design work.
Rory’s contract should have required him to:
· Respect the confidential information of the business – that is the data, operating processes and general business know-how, client information and client lists. In the event of his leaving the organisation, the contract should have clearly stipulated that he could not:

· take client lists with him
· have dealings with Stellar clients for a designated period of time
· divulge other confidential information about Stellar without written consent
· use information to injure Stellar
· Assign ownership of IP developed while working for Stellar to his employer. This would apply to inventions, trade marks, registered designs, copyright, processes, building manuals and so on. 
· Behave non-competitively during and after employment – neither approach nor accept an approach from any Stellar client, customer, supplier, contractor or investor for an agreed time.
· Restraint on recruiting staff. On his departure his contract should have stipulated that for a specific period of time after his departure he was prohibited from headhunting Stellar staff.

Had Rory been required to sign a contract of this nature it is highly unlikely he would have left Stellar in the first place. He would be unable to join forces with Universal, he would not been able to have dealings with the Docklands client, he wouldn’t have been able to take his highly prized CleverCup invention with him and he would not have been able to lure staff to his new place of employ.
Contravening his individual employee agreement would have opened him up to damages and the potential of bankruptcy.  

Given his conservative nature, it is unlikely he would have taken the risk.

Had Stellar had individual employee agreements in place, it is highly unlikely Universal would have risked walking away from the consortium leader and would instead have put up with a prickly relationship with the MD. 
Knowing that Stellar was vulnerable without these formal agreements gave Universal the courage to make a bold move.
Individual employee agreements would have clearly flagged to Stellar staff that their employer was not vulnerable but was there for the long-term and that investing in the company was also a safe and lucrative bet. Registration of Stellar’s trademarks and designs would have strengthened this message.
While individual agreements were particularly important to safeguarding Stellar’s business, striking up a teaming agreement with Universal when the companies first entered the consortium arrangement, would also have helped prevent Stellar’s demise.

Under this agreement, Universal would not have able to circumvent Stellar or disclose any confidential information to its new consortium partners.  
Stellar should also have entered into a licensing arrangement with Tessuto Verdi – one which clearly stipulated that its fabrics would be exclusive to Stellar.

Had this been the case Stella McFarland would not have choked on her cornflakes when she read in Artichoke the day after her company folded, that the Italian company’s fabrics were now available in Australia through Blueprint.
It was the final nail in the coffin!
Who is PARTNERS Legal?

It is a ground-breaking Australian law firm: one of the new breed of incorporated practices with directors from both the legal and non-legal professions, offering legal advice and services in:
· estate planning and management 

· business succession planning 

· corporate, commercial and employment law

· property transactions. 

It is part of the Partners Group which is a multi-disciplinary financial services company providing the full raft of services - retirement planning and investment advice, self managed super fund advice and administration, legal advice, personal and business insurance and mortgage and lending services
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