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WALL STREET JOURNAL 9/9/82
"It's Just a bet) of a Job to get any movement on the Issues of employed inventors'
rights fa Ihe United Stain." says Juan Sledman, a retired University of Wtscunstn law
professor whose specialties Include patent
law. T b e fact that they're nn balding
bearings In Congress on this shows quite a
change."
The Tedpoiogy Race
^

I Inventors Are Seeking
'Bigger Share of Gains
I From Their Successes
They Win a Few Victories
Over Their Employers;
Japan's Reward System
(What Is Super-Zips Value?
By DAVID STTIT
SUSJ Hrpurut a] Tita Wau. Kiafjrr JUUHHJU.

|

In the mld-UTOs. Erwin Klmg>berg. a
chemist with American Cyananad Co.. co-lnrented a herbicide, to knock oul wlU oa'j. a
pesky farmland intruder. Last year, when
Cyanamid's sales of the herbicide readied
ao estimated 130 miUlco, a ccst-curtlng measure by (be company knocked oul Mr.
KUofkberfs Job.
"They Just took ray Invention and cave
ma a kick In the pants." says the Cl-year-oldchemist, who spent 3J years with Cyanamid.
Tbo company refuse* to comment on the
matter.
Mr. Kllngsberg is one of jnany Inventors
to the US. wbo complain of being shortchanged by the companies thai employ
them. They feel that an Inventor should
share In the profits that his employer reaps
IIUOJ his WUTK. Corporations argue [hu Inrentiuus these days are usually long-term
projects and that It b almost Impossible to
reciuo awards Uut accurately reflect lca>
vtduals' contributions.
Typically, employed Inventors don't get a
piece of the action, although their work
yields about 7M. of all patented American
Inventions. Instead, they receive Domical
awards ranging from a bonus of a few hundred dollars to pen sets and plaques. In fact,
many companies require their Inventor-enr
ployees to sign so-called pre-inveution
agreements, which give the corporation the
rights tu all the employee's future Inventions.

Things Are Looking Up

At Gould Inc., (or example, says a
spokesman for the electrtcal-prudurU concern, most employees must sign an agreement specifying, In effrci. that "even II tbey r
invent something in their sleep. It belongs to '
Ihe company."
I
aut things are gradually bciiog up for J
employed Inventors, primarily because tbey
are taking their arguments from labora- '
torlea and board rooms boo legislative
chambers and courtrooms. Since W7T. flvo 1
Mates -North Carolina. Minnesota. Catlfcr '
nia, Washington and Illinois-have passed '
laws ensuring that employees letab rights
to tnventtoas made with their own resources
outside their employers' line of easiness.
Two bills Deeding to the U.S. Hnuie c3 Represniallves also would enlarge the rights of
employed laveniors. Act) (a a growtag cumber of court battles, Invtmcrs have won suable awards from their employers for profit-

To some, the Issue of Inventors" rights In-'
votves no less than America's future in the
technology race. They argue that the minimal rewards fur employed Inventors are
smothering Innovation hi the U.S, and permitting countries with more favorable laws
to pull ahead. "You see all tab tuad wringing about the Japanese taking over wurld
markets-the reason b that people with
Ideas there are better treated than tbey are
here," says Brad MrMlllm. an oflk-idi with
the Instllute of Klectrica] and Electronics
Engineers.
According tu U-S. P i l a u Office figures,
(be percentage of U.S. patents issued to foreigners has almost doubled to W i since
1966. Neal Orkln. an engineer turned patent
attorney wbo testified recently tu Congress
In favor of greater rights for employed Inventors, says the number of patents per capita applied for In Japan surged after that
country paueil a law in IKS tying employed
Inventors' compensation to the market value
of their Inventions. In 1*7. Japan passed the
United States in the number ol patent* applied for per citizen.
Not all Inventors agree that increased
monetary rewards fur inventors would rutin-'
teracl lagging Innovation In America. Edwin
Vandi'iiberg, a llrirulei Inc. cbenud, wlw
holds more than luO patents, says that
though Inventors should be better rewarded
than they ustuDy are. the rr.il prublem with
Innovation In America has been too much
emphasis on short-term results rather than
long-term research during ice past decade.
And William Sborkley. who received a Nobel
Prize tn 1956 for Inventing the transistor,
says that laws mandating special compensation for employed Inventors might even be
counterproductive.

Delays Foreseen
Such laws. Mr. Sfcocfcley says. eouM encourage an Inventor to "bold buck ideas
whtcb might lead to Invecltou raul he has
had an opportunity to -rork them Lp to ihe
point where his rights are preserved."
At Bell Laboratories, where Mr. Shocktey
worked, scientists and engineers an* required to sign agreements eorertng an Inventions. But ice company says B geceralry
lets the inventor keep the rights to Inventions ozlstde cJ UetTs Hue of business. .
In the view of many corporaUeES. Inventors are adequately rewarded by salary acd
promoiMcs. and any extra compensation
would be unfair to other employees wbo help
make a prulact eumrnercUUy surressfiil.
"And Ihe truth B, mveutive people are la
surh demand they should just tout for another job II thry fi-H ibry're tacdeqiuuHy
paid," soys Michael BJurcmrr, executive dlreclur uf the Amerran Patent Lav AMOCIPteastTirn to Payr es, Cohtmn I •*.

dmOMMrd Ftvm Fxnt Pagt~
au-m, many of whose 13X1 members ar» attornt-ys representing corporations ta patent
matters
But Robert Shepherd, aspired American
Cyanamid d^oitst who co-tnvented an anti-t
tuberculosis drug In Iheraid**w&.• says
things often aren't so stmpie. Mr. Shepherd,
whose tnrentloa ts ecraribnting an estimated
CO million anmially to Cyanaaud's sales,
says be wanted carry in his rareer to find a
way to wipe ont TB because one of his rett, lives and a friend bad been striken with tbe
disease. Though be becametarreashujrydispleased with cyauunhVs treatment of Inventors during hts W years there, he says be
oukln'i have walked away from the company without losing Us cnance to participate
ta the TH breakthrough and other research
projects tn which be bad become deeply b>
vulved.
"Hy the tune it was dear nothing was going to be done about rewarding me or other
uiveutnrs at Cyanamid for our work. 1 was
already 5& years old." says tbe *7 vear-oW
chemist "It's very dUOcutt to switch jobs at
that age."
There Is another factor discoungtng Jobsviirtung by inventors. Mr. Shepherd says:
Employers are wary of tnvemcr* who have
fought the system and who aretoofctugfor
more than the traditional rewards for their
creation*. "Empioyen." UT. Shepbrrd says,
"dua't bmk at Mirm-body who's stirred things
up and say to themselves, "Gee. that guy's
oggrruive. Let's hire him,' "
A spukesuiao for American Cyanamid
says thai Sir. Shepherd was one of the many
• t o made tbe- TB drug a cummrn-uf success The »p>ike*man adds that Cvanarakfs
awards tnr uiventors are "nut generally
ciub" but are geared toward "peer recogidtnxi." surh as the company's annual dinner
buakinug niveotors.
Arjumenii about the whole subject were
vtredibb summer when a House Judiciary
subatmmittee held bearings on two bills introduced by Rep. Robert Kaitenmeier,
Uemocrat of Wisconsin. One bU would limit
the scope of Pfe-fnveotiun agreements slung
the tines uf the five state laws on tbe subject. The second and more controversial tdJi
b designed to give employed inventors compensation reflecting the value of their inventions. It would create an arbitration board to
utile dcqaites acd would also give inventors
nghu to tbeir Inventions nut patented by
tbetr employers.
'•Naturally many corporations are opposed tu the compensation bill." says Bruce
Lehman. rtuW counsel to tbe Home subcommittee consideriof Ihe bllL "But corporations are coming to Congress every day
complaining about the Incovative edge Japan acd Eurupe have. Nov that we've come
up wtib something far the Utile guy modeled
after Japan acd West Germany. It seems
trczlc that fxtrporatlons are oppostng ft so
strongly."

'Wake Up and Look'
Air. Li-hnun says that recent pateot laws
have been tavoratdf to corporations, and
ttut tbe lUktrcuurtrr blQa "represent a quid
pro <po !ur tcdhrbloab" that could stimulate
tssuvathm "There's a drsire here to make
corporaii.cn wake op and buk at ihVhsues" ccnVcrm^g the connection between bv
cMatka aul rewards tor ercnhiyrd tnveoWrs, he says.
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Many corporations, Mr. Lehman adds,
have already Introduced reward programs
for their Inventors that go beyood plaques
and pen sets. International Business Machines Corp.. for example, recently dlstrtbuled awards totaling C2S.0O0 among the
nine inventors of Fortran, in commemoration of the computer Unguare's 23th Wrtb- day. But even casb awards of thousands of
dollars seem picayune to many Inventors as
they watch their creations reapdtf millions,
of dollars year alter year.
Robert Beasley. for example, received
awards tolalinf $20,000 titer contrnrts worth
aboul BO million were awarded to Lockheed
Corp. for one of his Inventions, the hlgb-tetnperature-mtstant tiles used on the space
shuttle. But Mr. Beasley feels that the value
of his role In the development of the tiles far
exceeds 121X000.
"When 1 was hired at Lockheed In the
early "60s. the project they hired mr for w u
canceled after I'd been there about a week."
be recalls. "They asked me what I was going to do, so I started Inventing things."
Among the projects Mr. Beasley says be
originated and pursued was the development
of a reusable shield for space vehicles. But
tn the early '60s. he says, the notion w u so
novel that *'I spent years making pitches to
Lockheed before tbey even accepted the
Idea." Mr. Beasley. K. adds that be developed the tiles using knowledge from re' search that he conducted before his employment at Lockheed and that he not only Invented tbe tiles but also set up (acuities for
their production.
Mr. Beasley. who retired after a stroke in
1977. says his disability Insurance will run
oat when he is 65. reducing his income by
•MK>, "It would be nice to have an awful lot
of money from my invention." he says, "but
I guess that won't happen now."
A Lockheed spokesman says. ••When rewarding Inventors, sometimes people aren't
satisfied." Mr. Beasley was central to the
development of the tiles, be adds. Bui many
other people were Involved as weU. "We
have one of the most liberal award programs lor Inventors, and I don't see how we
can do any more than we have."
Tbe Saper-Zip Issue
Two other Lockheed Inventors decided to
tight the concern after receiving what they
regaroVd as Insufficient compensation for
Ihelr work. Oscar Brandt and Joseph Harris
In lih* Invented Super-Zip. a device that
helps detach rockets' sections during ascent.
Tbe detfk-e was patented in 11172. In 197&.
bays the two men's attorney, they became
aware of their Invention1* value to Lockheed, which the lawyer projects at S330 million tn sales between 1575 and 1964.
"in the company magazine, w* read that
Beasley got $20,000 lor Ills Invention," Mr.
Brandt says. "Joe llarrb and I looked at
each utter and asked, 'When ire we going to
| set, our cjwckT flier an, Lockheed had

been championing Its award program to,
stimulate creativity."
The engineers asked Lockheed lor competuatHM reflecting Super-Zip's value, and
In 1977 both received 11.250 awards. Unappeased. they sued. Last summer, a California trial court awarded them $2-6 million,
ruling that Lockheed had administered Us
inventors' award program unfairly. Lockheed Is appealing the decision, and a spokesman lor the company contends that SuperZip's value is overstated "by many orders of
magnitude" by the inventors' attorney. But
even If the lower court's ruling is overturned, it has paved the way for future suits
by employed Inventors, say patent attorneys
following the case.
|
Though most employed Inventors fee)
Uiey should receive a percentage of the profits from their work ("Salesmen do. why
don't we?" one says), many are Just as concerned about being recognized for their creations. Merlon Clevett. S3, who holds more
than HO patents from his work with Genera)
Klectric Co., U.S. Steel Corp.. Martin Marietta Corp. and others, contends that egos
ptay a more Important role tn the world of
research than money does.
The reason that many employed Inventors are poorly rewarded for their work is
that Ihelr managers bate being upstaged by
their creative subordinates, says Mr. Clevett, who currently runs a "mom and pop
think lank" out of hli. Denver borne.
Even though laws and court decisions are
becoming more favorable to employed In-

ventors, Mr. Clevett says, the best recourse
lor dissatisfied Inventors Is still the traditional one: moving to tbe decision-making
side of the company. "The smart people."
nt says, "quit Innovating and become a m sguuent types."
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AWARD SCHEMES FOR EMPLOYEE-INVENTORS
by
EJ.Page
In the light of the Government's stated preparedness to give, in spite of the
Banks Committee's recommendation to the contrary, further consideration
to the introduction of a statutory award scheme, the experience of Westinghouse Brake & Signal Co. Ltd. in operating an awards scheme may be of
interest.

•
British Companies' Experience of Awards Schemes
Not a few Companies in this country operate, as does Westinghouse,
Company Suggestion Schemes of one sort or another. Such Schemes, however, conventionally differ in two major essential* from awards schemes such
as are seemingly envisaged by the Government. Firstly, these Suggestion
Schemes are in no way linked to patentable inventions which, although they
may well not be excluded from the Scheme, are certainly not a prerequisite for
the grant of an award. Secondly, the personnel to whom the benefits of a
Suggestion Scheme are open, if not limited to staff below a certain grade,
certainly exclude employee-inventors employed as such. It is the intention,
therefore, of Suggestion Schemes (in contra-distinction to Patents Awards
Schemes) to reward an employee over and above the conventional rewards
of salary-increase and promotion-prospects, for exceeding those duties
which can normally be expected of him.
A few Companies operate so-called Patents Awards Schemes which provide
for the payment of zr\ award, usually of a relatively small sum, either upon
the submitting of an invention for consideration for patenting or in the
event of the subsequent filing of a Patent Application. These schemes may
better be considered as "Patent-Filing Incentive Schemes" rather than true
Patents Awards Schemes.
So far as the author has presently been able to ascertain, Westinghouse is the
only major British Company who has ever operated a true Patents Awards
Scheme at all comparable with what the Government undoubtedly has in
mind. That is to say, a scheme which is patent-related and which not only
includes (if not specifically directed at) employee-inventors employed as
such but also provides for the payment of substantial and exploitationrelated awards.

The Westinghouse Scheme
The Westinghouse Scheme was introduced in 1958 "in order to stimulate
and encourage the Disclosure to the Company of inventions made by
employees, which may contribute to the future success of the Company".
The essentials of the Westinghouse Scheme were as follows:—
A Patents Award Committee was set-up consisting of the then Managing
Director as Chairman, the Director and Secretary, the then Patents Manager
and, as the subject-matter of a Submission required, the respective ones of
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the then various Executive Directors responsible for the various of
the Company's Product Divisions. This Committee sotionally determined the Awards to be made but, in practice, as it Mas entitled to do,
delegated this determination to various appropriate seaior personnel
of the Company.

The Awards provided for by the Scheme were:—
Group (i)
Group (ii)
Group (iii)
Group (iv)

—for each Submission made under the Schtme, which
was prima facie patentable or registerable as a Design
-£10
—upon the filing of a Patent or Registered Dtsign
Application
an additional
-£20
—for commercial exploitation of the patented invention or Registered Design . . . up to a fu-ther
-£100
—for continuing successful commercial exploitation of
the patented invention or Registered Design
uo to an additioral

-£900
The Scheme thus provided for Awards ranging between £10 and
£1,030. It has to be remembered that these Awards were in 1958 —
1962 values and were, therefore, substantial in relation to employeeinventors' salaries at that.time.
In the practical operation of the Scheme, the Manager of the Division
in which the Submission arose decided as to whether or not a Group
(i) Award should be given. The Group (ii) Award was given automatically upon the Patent Department advising of the filing of a Patent
Application. A Submission was considered for a Group (iii) Award
upon the Grant of a Patent on the Patent Application. Group (iv)
Awards were paid by nine annual payments of each of up to £100 for
which each Submission was considered annually (subject to the Patent
thereon.continuing to be Renewed) after the year of its consideration
for a Group (iii) Award. The Group (iii) and Group (iv) Awards were
arrived at by the multiplication together of two factors of each
between 0—10; The first, the Profitability Factor, being indicative
of the profitability of the product in which the invention was incorporated, and the second, the Contribution Factor, being indicative of the
contribution made to that profitability by the invention.
From early in the life of the Scheme, there was growing dissatisfaction
with it not only frc i\ Management but also from employees and even
from employee-inventors who were beneficiaries under the Scheme.
This dissatisfaction had, by 1962, reached such a level that the author
as then Patents Manager, was requested by the Director and Secretary
of the Company to review the Scheme and its operation and to make
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such recommendation, as he felt desirable for the amendment or
revision of the Scheme.
The Failure of the Award Scheme to meet its Objective
In the course of hs review of the Scheme, the author carried out a
survey of the Patent Applications filed by the Company for comparable 3-year periods before and during operation of the Scheme. The
result of this sirvey was most enlightening. The survey revealed three
very significant facts.
Firstly, that h the 3-year period under the Scheme a significantly
higher numbtr of domestic Patent Applications were filed by the
Company thin in the comparable pre-Scheme period.
Secondly, fiat in spite of this increase in Patent Applications filed
there was, during the Scheme-period, no significant increase in the
commercially-valuable inventions.
Thirdly, there had been as between the two periods, no significant
widening of the relatively small circle of staff by whom those commercisly-valuable inventions were generated.
These facts suggest that inventors (or at least the most commerciallyoriertated and innovative of them) are such as to be neither stimulated nor discouraged by financial incentive or lack of it. To quote
three of the Company's most prolific inventors of commerciallyvaluable inventions, all of whom are now Managers controlling
employee-inventors, — the first: "My own feeling about awards
made to me has been that satisfaction has been mainly achieved by
the invention itself; the second: "The whole question of creativity
is complex, but I think it is generally true to say that those who are
inclined to be creative will tend to be so regardless of direct financial incentives, whereas those who are not are not likely to have
their mental attitudes transformed by money incentives. There may
well be useful ways of fostering creative attitudes but I do not think
(Awards Schemes] is one of them"; the third: "It is important to
realise, however, that people who have a creative flair and will produce
inventions, will tend to do so irrespective of financial reward". This
third person also says: "The Scheme did, in fact, produce a considerable number of ideas but, on looking back at these, I can think of
none that would not have been produced if the Scheme had not been
in operation
(The Scheme] did, however, produce for patenting a lot of ideas that would otherwise not have materialised and
were of dubious value".
Employees Objections to the Awards Scheme
However, dissatisfaction with the Scheme was by no means the
prerogative only of Management. Indeed, I believe that Management
would have been prepared to have continued the Scheme had it not
been for the strength of feeling against the Scheme amongst various
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categories of employees including employees who stood to be and
even were beneficiaries under the Schene. The objections raised with
the author during his review of the Scheme can best be categorised
In accordance with the categories of the employees.
The non beneficiary employees - Whilst the Scheme was ostensibly
open to all employees, the author c»mot recall a single instance
of a Submission being made by an tmployee other than an employeeinventor employed as such. Consequently, other employees considered that the Scheme set up a privileged class of employee entitled
to reward over and above the conventional rewards of salaryincrease and promotion-prosp«cts open to all employees, merely for
successfully undertaking that work for which they were employed.
This injustice was recognised by even the beneficiaries under the
Scheme. As one of the Company's employees above quoted says: we
don't need another regulation which singles out for award that
particular breed of person who invents. If you do that, then in ^
fairness you should think up all sorts of other awards schemes.
The other point generally raised by this category of employees was
the inter-dependence of the employee-inventor and many other employees in the commercial success of an invention. The mere conceiving
of an invention is by no means a guaiantee of its commercial success.
This point was most forcibly put by employees such as draughtsmen
who, by virtue of their necessarily close working relationship with the
employee-inventor, were well aware of the benefits to which this
employee was open whilst the draughtsmen, to whom fell the worK or
converting a concept to a commercial reality, stood to receive no such
benefits. To quote again one of the previously-quoted employees:
•Taking now the case of an invention that has been patented. We now
come to the enormous amount of work that can be mvolved in turning the invention into a practical reality. This can mean an exercise of
considerable ingenuity by the'people carrying out this development,
but this would not necessarily result in further patents and we thus
gave no reward by a patents awards scheme". It is this situation whcan give rise to friction between just those employees whose fi-<cn
operation is required to effect the successful commercial ' ^ p | o i t t ^ n
of an invention.
The employee-inventors - It will and indeed. r--|(m ^ fw m a
ment to assign to its potential employee-in; <eMort t h a t ^ fe ^ ^
required by management This beino ' ^ i t h ^t n o r , h o u | d jt ^
in the hands of those employee! as to whether they are to be engaged
on work likely to lead to a greater or lesser opportunity of benefitting from a patents awards scheme. Further, even given that management wishes for work to be undertaken which might lead to patentable inventions, it again is and must be the province of management
as to which of its potential employee-inventors it assigns this
particular work. In this event, management is clearly and properly
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likely to give that work which is rrost likely to lead to patentable inventions,
to the most innovative of its potential employee-inventors. Not only,
therefore, have the potential employee-inventors no say as to the work they
undertake but, by virtue of that work likely to lead to patentable
inventions being assigned to the most innovative of the employeeinventors, there is likely to be set up from even within the general category
of potential employee-inventors a cafre of the most innovative who will
stand to benefit most from the Award: Scheme. Additionally, in so far as it
is a failing of human nature, as a generality, for a person not to see his own
weaknesses, it is unlikely that the less inrovative employee-inventor will
recognise or accept his limitations in this Erection. The passing-over of such
•n employee in the assignment of that work most likely to lead to patentable inventions, is likely the greater to be a source of frustration and discontent by depriving the employee of the opportunity an award which
he believes himself competent to achieve.
Another major problem, in the eyes of the employee-inventors, was the
designation of the inventor. Many inventions result from "round table"
discussions amongst potential employee-inventors after which it is frequently difficult to establish exactly who it was who first proposed the
invention. Even if this can be established, it is not infrequently the case
that it was some general discussion which isolated the problem and that the
invention flowed from this. Is it fair, then, to reward only the maker of the
last step in the process and not, instead of or additionally, the contributors
to the isolation of the problem? Further, although no traceable basis for
this feeling was discovered by the author in the course of his investigation,
some junior employee-inventors believed firmly that their seniors had
either adopted as their own or joined themselves as co-inventors of,
inventions which the juniors believed they had made. This, again, becomes
a matter of greater moment if the designation of inventor carries with it
the entitlement to an Award; particularly as, in this circumstance, the
Award or a part of it, goes to an employee who is higher-paid than himself.
Two of the Westinghouse employees quoted above touch on this difficulty
of designation of inventor when they state, firstly: "Direct financial
rewards to engineers originating patent applications tend to lead to bad
relationships between staff members when it comes to deciding who is to
be included among the inventors named in a particular application.
There is bound to be a tendency for credit to be disputed
"; again:
"While one person takes the inventive step and is awarded the patent,
many people may contribute in the run up. Is it therefore fair to award
payment to the one only?"
Another inequality between employee-inventors to.which the Award
Scheme gave rise is the difficulty, experienced by the author himself, of
trying to ensure comparability of the Awards made for inventions in
totally different technical fields. How does one equate the value of an
invention relating, say, to a step in a semiconductor process of manufacture
with, say, a new railway-brake valve?
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Employee-inventors also alleged, fairly or otherwise, that their salaries
suffered as a consequence of their entitlement to consideration under the
Scheme. To quote again one of the employees: "It might well be felt that a
specific incentive scheme could be unfair to those who are apparently in a
position to benefit from it, in that it may be regarded by management as a
substitute for regular financial rewards. In other words, it may be felt that
those who come within the scope of an award scheme are less in need of
salary increases". To quote another: "It was because of this unfair distribution of reward (arising from some employees working on potentiallypatentable work and others not] that we suggested the award scheme be
dropped and replaced by a more effective assessment of the work carried
out by people when a salary review was made."
Other objections raised by .this category of employee arose from the dependence of awards on the granting of Patents.
There are many ideas generated by potential employee-inventors and, indeed
by other employees, which are inherently unpatentable but nevertheless of
substantial benefit to the Company. Indeed, the proof of this lies in the
conventional Suggestion Schemes which seldom, if ever, give rise to patentable inventions. Are employees working in such excluded fields to be
deprived of the benefits open to their colleagues who happen to be working
in potentially-patentable fields?
Apart from the inherently-unpatentzble ideas, there are the inherentlypatentable "inventions" which subsequently transpire not, in fact, to be
patentable by virtue of prior art. There is here, firstly, the probiem of
inequality between employee-inventors (particularly as between employees
of differing Companies) arising from the extent of any investigations made
prior to the filing of a Patent Application which differing Companies may
make or which the urgency or otherwise of the filing of the Application
may allow. Secondly, the revelation of pertinent prior art turns on the
diligence and competence of Patent Office Examiners in the first instance
and later on the diligence, competence and degree of interest in the
Application by competitor-Companies. Is it right that the granting of an
Award should turn on such matters well outside the control of the
employee-inventor? In any case, surely any individual Company is primarily
interested in what is new to it rather than what is new in the absolute sense.
Is it not equally meritorious of an employee and of benefit to the Company,
for the employee to "re-invent" some previously unknown to the Company
or long-forgotten prior proposal as it is for the employee to have been the
"true and first" inventor of the proposal?
There are, also, many reasons why even a highly-innovative invention may
not be patented; the invention may be for a "one-off" sale; the invention
may be applicable only to the employee's own Company's products; the
market may be saturated before the Patent is likely to be granted; infringement of any Granted Patent may be impossible to detect; it may be
commercially preferable to seek to keep the invention secret rather than to
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patent i t These are but a few examples of why a Company may decide not
to patent an invention, none of which necessarily question the value of the
invention to the Company much less the ingenuity employed in the generating of the invention. As, again, one of the Westinghouse employees says:
"Patents are applied for, for commercial reasons. A clever invention may
be made but not proceeded with for commercial reasons. Is this fair?"
On this general point of the relationship of awards to patents, another of
the employees says: "I do not think it is by any mec-ns fair to equate
creativity with patentability
there are many patents which are
commercially significant but which do not appear to rpflect great technical
ingenuity, while, at the same time, there are many creo. cble technical ideas
which are, for one reason or another, not patentable".
Management-employees —It must not be overlooked that most of management are as much employees as are employee-inventors. It is, therefore,
legitimate to consider the problems to which the Award Scheme gave rise
to management as well as other employees. These problems are largely those
of staff-relationships; of the inhibition on management as to the assignment of work and the settlement of disputes as between employee-inventors — the management side of the problems discussed above. Again to
quote one of the Westinghouse employees quoted above and who is now
a Chief Engineer: 'Embarrassment and difficulties in staff relationships
tend to arise when the worth of suggestions for patent applications has to be
evaluated. It is common for inexperienced engineers to make suggestions
which are less valuable than they think them to be, either on technical
grounds, or because of doubtful novelty, and it is embarrassing for senior
staff to be presented with a choice between, on the one hand being honest
and putting the suggestion in, what they believe to be its true perspective,
and on the other hand fulfilling the expectations of the originator of the
suggestion in regard to the financial rewards offered".
On the problem of the assignment of work, the immediately-above quoted
employee later says: "The pursuit of patent applications as distinct from
useful technical ideas is liable to distort the aims of individual engineers on
the pursuit of particular programmes of work. It can be rather annoying for
example for a supervisor to find that his staff are devoting their energies to
soliciting patent awards, instead of directly seeking the best solutions to
the most important problems."
Employees of Patent Department — The objections of the Patent Department
of Westinghouse were largely two-fold; the inhibition on the Department in
its exercising its legitimate judgement as to the desirability of filing and
prosecuting Patent Applications and, consequent upon this inhibition, the
wasting of the Department's efforts in the filing and prosecution of Patent
Applications which it was convinced would transpire to be of little or no
commercial value. The inhibition arose not only from the direct pressure
applied to the Department by the inventors (who, normally, are consulted
as to the commercial value and inventiveness of their alleged inventions)
but also by the Department's knowledge that, by failure to file or prosecute
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to the Grant of a Patent a Patent Application, they would thereby dsprtve
the inventor of the opportunity of an Award.
The Abandonment of the Scheme
Resulting from the author's review of the operation of the Westinghouse
Patent Awards Scheme, the author advised to the Board of Westinghouse
that he could foresee no Scheme which would meet the various objections
raised by employees and recommended that the Scheme be terminated
without replacement
This recommendation was accepted by the Board and the Scheme was
terminated late in 1962 to the extent that no further Submissions were
considered under the Scheme; those Submissions already made continued
to be eligible for the Awards provided for by the Scheme. It is of interest
that this termination of the Scheme drew no hostile reaction from employees; not even from those who had been beneficiaries (and, some, substantial
beneficiaries) under the Scheme.
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The American Chemical Society is a non-profit scientific and educational
Society with a membership of approximately 110,000 chemists and chemical
engineers. Founded in 1876, the Society has become the world's largest membership
organization devoted to a single science. Because many of its members are employed
inventors and because of the potential affect of any legislation requiring extra
compensation for employed inventors on the discipline of chemistry, the Society
during the past few years has been conducting a study on the general topic of
compensation for employed inventors. The ACS, primarily through its Committee
on Patent Matters and Related Legislation and its Committee on Economic
Status, has gathered information on the present policies of U.S. corporations,
sought the reaction of working chemists and chemical engineers through both
symposia and public hearing forums, and has made limited evaluations of the
history of the evolution of such legislative proposals in the United States and
other countries.
Early in 1973, a Joint-Subcommittee on Compensation for Employed Inventors
was established by the Committee on Patent Matters and Related Legislation and
the Committee on Economic Status. The initial charge of the Joint-Subcommittee ^ ~
was to investigate possible actions by the Society in the area of compensation for
employed inventors, by the recommendation of guidelines for employers and/or
by the development of policy recommendations for consideration in any legislative
proposals. After completing its survey of the present policies of U.S. corporations,
the Committee felt it was important to survey the views of the.ACS membership
and also to learn what it could of the experiences of other nations under such
existing statutes which serve to ensure extra compensation for employed inventors.
To that effect, on August 27, 1973, it held a "Public Hearing on Compensation
^
for Employed Inventors" at the 166th ACS National Meeting in Chicago, Illinois,
and conducted a workshop on May 10, 1975, on the occasion of the Congress of ^
the Association for the Protection of Industrial Property (AIPPI) in San Francisco,
California.
This Committee Print is the product of the above mentioned hearing and
workshop and respresents further progress in the Committee's efforts toward the
development of recommendations for the Society's policy in the area of compensation for employed inventors.
Willard Marcy
Chairman
A CS Committee on
Patent Matters and Related Legislation
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A REPORT OF THE COMMITTEE
PATENT MATTERS AND RELATED LEGISLATION:
XOI
OMPENSATION FOR EMPLOYED INVENTORS
PART I
A PUBLIC HEARING ON COMPENSATION FOR EMPLOYED INVENTORS
Chicago, Illinois, August 27,1973
INTRODUCTORY REMARKS
Dr. John T. Maynard
Chairman of Committee on Patent
Matters and Related Legislation
The facts relating to existing practices
in the compensation of employed inventors for their contributions to the fund of
public knowledge and to the commercial
success of their employers, and the philosophical question of how employed inventors should be compensated for these
contributions, have been the subject of
many studies and articles and at least one
major treatise during the last ten to fifteen
years.
The problem has been brought to a
head in this country in recent years by the
initiative of Rep. Moss (D) of Calif., who
introduced HJL2370 in the 93rd Congress
[H.FV56Q5 in the 94ih Congress]. If enacted
into law, this measure would require inventors to receive a defined percentage of
profits resulting from their creative efforts. The Moss bill is in large measure
modeled on German law in efTect since
I958.
The American Chemical Society has
been urged by many individual members
and by the Coordinating Committee of
the California Section to take two actions:
Add a statement to the ACS Employment
Guidelines recommending special compensation related to invention; and encourage Congress to pass legislation embodying the principles of the Moss bill.
These are serious questions and serious
proposals, and the ACS is duty bound to
respond.
The easy, instant answers to the Moss
bill proposals are: Chemists are employed
to invent and should be satisfied with
salary and existing opportunities for recognition and promotion; administration
ofsuofi a system would be a nightmare;
and/such a system would be unfair to
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those who contribute to a commercial
development in ways other than generating the inventive concept. Those of us
who have absorbed all that has been said
and written on the subject know that
these answers are no longer adequate, and
the question must be faced.
The Joint Board-Council Committee
on Patent Matters and Related Legislation, of which I am chairman, and the
Committee on Economic Status, under
the chairmanship of Dr. Alan McClelland,
have appointed a joint subcommittee to
study this problem and recommend a
position for the ACS. Dr. Willard Marcy,
Vice President-Patents, of Research Corp.,
chairs this subcommittee. The other
members are Dr. Alice Robertson, an
independent chemist-patent attorney,
and DT. Donald Berets of American Cyanamid. They have arranged today's
discussion to give Society members a
public forum for exchanging views on this
important matter.
Dr. Marcy is in an ideal position to
take a neutral, informed view of the questions before us. He has worked as a chemical engineer in industry, and has been
director of patent programs for Research
Corp. for almost 10 years. Research
Corp. is a unique, foundationlike organization that sponsors research at many
institutions, primarily academic The
corporation also offers patent services to
these institutions, but disclaims all rights
to patents that result from its grants. Dr.
Marcy has the experience needed to took
at the question of compensation for employed inventors from all aspects, and to
lead the effort to find an equitable position for the ACS on this important subject.

of it quite contradictory—that we felt
that the subcommittee itself is not competent to judge the material without having some further input from the ACS
membership. Therefore, we proposed
some sort of survey be made of the membership to determine its opinion of the
Moss bill.
We recognized that it would be almost
impossible to question each member without having an inordinate amount of time
and money to spend on the survey. We
also recognized that sending out questionnaires is not an adequate way to
handle it. So we decided to try this format,
which is quite different from other seminars and discussions that the ACS has
held before:
Several people will give statements
based on their experience and background,
their knowledge of the Moss bill, and
generally about compensation for the
employed inventors. Following these
stat- nents, the meeting will be open to
any>. ody in the audience who wishes to
make a statement. Finally, there wiD be a
question and answer period, or a discussion. Questions may be directed to the
chair, to individuals on the panel, or to
one another in the audience.
The subcommittee will subsequently
consider the transcript of this meeting,
along with the material available in the
literature, and recommend to our parent
committees what position the ACS should
take regarding the Moss bill. We also
intend, if possible, to come up with some
recommendations concerning how this
matter should be treated in the Guidelines for Employers, which is constantly
being revised by the Society.

Dr. Willard Marcy
Vice President-Patents
Research Corp.
Presiding

Statement of
John C. Stedman
Professor of Law
University of Wisconsin

The subcommittee sponsoring the meeting today has been in existence about a
year. It has gathered an enormous amount
of information from this and other countries (particularly Europe and Japan) on
the subject. Laws similar to the Moss bill
have been passed in at least a dozen other
countries around the world; some of these
laws are much more elaborate than others.
The prototype appears to be the German
law mentioned in the introduction.
We found so much information—some

In an article appearing this spring in
the APLA Quarterly Journal, I posed
nine questions concerning the employeremployee relationship as it applies to
invention. 1 will merely list, but not discuss, these questions here, then focus the
remainder of this statement on an elaboration of a few points in the context we
are dealing with today.
The baste situation we start with b the
one in which X, an employee of ABC
Corporation—or. for that matter, work-
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ng for the U.S. Government or as a reearcher on the staff of Siwash College—
nakes an invention of a presumably useful
lature. The question is, what are—and,
nore particularly, what should be—the
espectrve rights of X and of ABC Corpiration in this invention?
Against this backdrop, the nine quesiom I raised are:
• Why should we suddenly start exiloringthis issue, one that over the years
as been typically treated with "benign
egfcct," to say the least?
• What are the alternative approaches
y the issue? Specifically, should it be left
3 private negotiations between employer
nd employee, to detailed legislation, or
> something in-between?
• What kinds of stimuli and rewards
rauld be resorted to? While economic
rwards understandably occupy center
age, various noneconomic stimuli can
ttd do play a significant role.
• In terms of public interest in invenon and innovation, what is it we really
ant? More innovation or less? Gadgets
r scientific advances? Contributions to
chnological advance or a better enrollment? Or all of these, to a greater
• lesser extent?
• Assuming we can decide what things
e want, how do we get our inventors to
ovide us with them?
• How do we figure out just what role
e individual inventor plays, or should
ay, in getting an idea off the drawing
>ard?
• Assuming the inventor is entitled to
me reward, what form should it take?
dary increase? Cash bonus? A share in
e patent rights?
• Using the same assumption, who
ould pick up the tab, or provide the
mulus or reward in other respects? The
lptoyer? The employee himself? The
nefiting public? The public generally,
ting through its government?
• And on the assumption—a valid
e—that we do not now have full afters to the preceding eight questions,
w do we go about getting the answers?
oking at four aspects of these nine
ite general questions:
—Just who has interest in this relationp, and what is the nature of those inests?
—Just who, in the employee category,
: we talking about, and what kinds of
rards and stimuli should we be conned with?
—Who should do what, and how should
y do it, to bring us farther along the
id to solutions?
—What are some of the underlying
itudes and outlooks that are common
approaching these problems—apaches that, often as not, stand in the
y of dealing with the issues that perenIly plague us?
.lie first question, the nature of the
*ests involved, calls for little more

than a reminder. There is the employer,
whose primary concern in the area under
discussion a the freedom to run his business as be sees fit and make such arrangements with employees as he can negotiate
without interference from government or
other public bodies. There is the employee
who seeks, in most instances, an economic reward for his creative efforts, protection against being taken advantage of by
his employer, and, if he is really creative
and inventive, opportunity to give vent
to that urge, maximize his achievement,
and receive recognition for his achievements. All of this is elementary stuff and
is fairly descriptive of a free-enterprise
business arrangement.
But there is a public interest, and an
important one, as well. From the very
beginning, we have been concerned with
promoting the progress of science and
useful arts, even to the extent of writing it
into the Constitution. The thrust of this
general policy, designed to assure a productive, vigorous, and bountiful economy, is being somewhat redirected today
because of:
• A concern to keep technology from
contributing to environmental problems
and, simultaneously, help solve the environmental problems that already plague
us.
• A concern to reap the competitive
benefits that can result domestically from
inventive and innovative efforts and help
us compete more adequately in international markets at the same time.
• A concern to get our money's worth—
more bangs per buck—in a society in
which taxpayers foot well over half the
R&D HI.
And so, whatever the answer may be,
it is clear that neither employer nor employee is in a position (if indeed either
ever was) to say: "This is a private fight
and the rest of you keep out of it." We
are in it, for better or worse, and that is
all there is to it
The second question is: Who and what
are we talking about? The "who" b the
creative, inventive employee. The point I
emphasize here is that this is not necessarily limited to the R&D staff technician
or scientist. Granted that this is where
most of the R&D expenditure goes,
where most of the action is, and from
whence most of today's patented inventions flow. It is not necessarily where the
problems we arc talking about arise exclusively or even predominantly.
To suggest that less than all inventive
wisdom and achievement stems from
highly trained, technologically sophisticated scientists, engineers, chemists, or
what have you, may come as a shock to
you who typically represent this stratum
of society. But the fact remains that many
actual and potential inventors are outside
this group. And the number could well
increase strikingly if these outsiders were
adequately stimulated and encouraged.

In that nether world may be found
drug detail men, sales engineers, typists,
and even the cleaning staff. (It was a night
watchman, after all, who made the great
discovery that door latches do not retape
themselves.) How many of these people
may be potential creators who never got
going because the inducement, the incentive, was lacking?
The two groups also provide a contrast,
more often than not, in terms of bargaining power. Whatever may be said for
the oft-asserted contention of R&Doriented concerns that the freedom to
change jobs and the self-interest of employers will assure a fair shake for the
typical R&D technologist (and one may
concede that the point is well taken in
many instances), there is little to indicate
that the same considerations operate in
the other areas.
The other part of the issue relates to
stimuli and incentives. Discussion has
been usually directed to economic factors—cash compensation, either immediate or eventual. Granted, this is probably the most important singe) aspect,
but it is not the whole story. Man does
not live by bread alone. (Even to one who
thinks mainly in terms of bread, the
credit, the prestige, the notoriety that
properly should attend a genuine contribution often ultimately are translatable
into economic benefits.) And so, noneconomic stimuli are important. Even if
they were less important than direct
economic benefits—as they may well be—
it would be important to mention them
here because they are the things that a
corporation, concentrating on formal
R&D, can easily overlook. They become
doubly important because they are areas
in which organizations such as yours
could make a valuable contribution.
The third question is: Who should take
the initiative in terms of getting done
whatever needs doing? And in terms of
laying the groundwork, through inquiry,
investigation, and research,' for future
courses of action (whatever those courses
maybe)?
The question of who is best qualified to
take this initiative can be argued extensively and inconclusively. The Government generally, through the Executive
Department or the Congress? The Government as an employer or an R&D contractor? The universities? Some private
or quasi-public research institution? Or
a professional association such as yours?
All of these can be much more useful
than they have been.
One institution we cannot look to, it
seems dear, is the private industrial corporation. While a few have undertaken
experiments of their own or pioneered—
albeit somewhat timidly—in this field, 1
know of none that has shown any interest
in a broad exploration of this important
area. Nor, as private-enterprise, profitseeking institutions, is there any reason

1929
why they should divert their attention
from what they see as the promotion of
their own self-interests.
But for the rest of us, we do have the
responsibility and we ought to be getting
on with the job, each in his own way and
without waiting for the others to act or
engaging in time-consuming debate as to
who should move first. It is no time for
a Gaston and Alphonse act. I am talking
about my own university, and I am talking about you.
It may be worth mentioning at this
time—and, I hope, put to rest—a few
points that are often emphasized in discussions of this took. These are points
that may be well taken in other respects
but do little, in my opinion, to help us
toward solutions.
A lot of discussion centers on the respective contributions of the inventor, the
developer, the innovator, the marketer,
etc The discussion is interesting, and it is
important to the extent that it becomes
necessary to apportion a reward or to
decide who should be stimulated. But it is
irrelevant to the question at hand—
namely, whether and how the inventor
should be rewarded or stimulated.
The answer is that all the contributors
are important, each in his own way. After
all, Vince Lombard) was quite a coach,
but he needed the Bart Starrs and Ray
Nitschkes to do an effective job, just as
they needed him. And all should be the
beneficiaries of appropriate stimuli and
rewards. Some of those who most vigorously insist that salary incentive is all
that is needed to make the inventor tick
are the most iniistent supporters of a
"piece of the action" for themselves,
typically in the form of year-end bonuses,
profit-sharing arrangements, and stock
options.
A second point often urged is that
management is the best judge of what
course and policy to follow. And that
injection of outside factors, whether in
the form of laws, government officials,
union representatives, or the creation of
legal rights in the employee (as distinguished from the ex gratia, discretionary
award that is typically used by even the
most enlightened employer) will simply
louse things up.
Both points are well taken, and certainly a note of caution is in order. But
the observation hardly enjoys the status
of a universal and immutable law. Every
business executive is not necessarily allwise, any more than every outsider is
necessarily a bumbling officious meddler.
In any event, the self interest of the employer does not always coincide with the
legitimate interests of the employee and
of the public.
So there is a place for outside input,
properly conceived and wisely administered. Until the employer can demonsuite that he invariably, consistently,
and in aD instances makes the best pos-

sible policy decisions, his contention that
his judgment should be left completely
untrammelled, come what may, is less
than completely persuasive.
Finally, there b the understandable
fear that any public program that might
result would simply become a device for
rewarding the noncontributor and the
undeserving, I grant that this could happen. I grant also that many of the complaints heard about improper or niggardly
treatment may stem from persons who
deserved no more than they got. But there
is no reason, as I tee it, why a program
wisely conceived and properly administered should not work effectively, equitably, and in the public interest, rewarding
and stimulating those who deserve reward
and stimulation, and giving the bum's
rush to the freeloaders. In any event, the
remote threat of such dangers hardly
justifies our continued inaction in an area
that cries out for exploration and imaginative treatment.
Statement of
John P. Sutton
Patens Attorney
Limbach. Umbach and Sutton
I come to you as an advocate of the
Moss bill. And I urge the ACS to support
it and urge its enactment by Congress.
The two most important things the bill
would do are:
• Abolish preemployment assignments, the almost universal practice of
requiring, as a condition of employment,
the assignment of all inventions made by
an emplo\ee.
• Require that the employee have a
right to his invention, and that he work
out with his employer what should be
done about that invention.
Our patent system has been designed
to promote the progress of science and
the useful arts. People have argued for
nearly 200 years about precisely what
that means. Historically, various cases
have held that either the system is designed to reward the inventor, or it is
designed to protect the public interest
and encourage public disclosure of inventions to prevent them from being kept
as trade secrets and not freely circulating
in the public domain.
The law seems to be clear that the paramount concern of the patent system is
public disclosure of ideas, because that
provides the building blocks upon which
new ideas may be formed to promote
progress. Until recently, no one seriously
urged that the patent system was designed
to provide an incentive to investors so
that new products will be brought to the
market place through investment of capital funds.
Thefirstquestion is whether a problem
exists. I believe there is some support for
the proposition that the U.S. b falling

behind some other countries in producing the maximum number of new inventions for the dollars invested in research
and development, or in other ways that
give rise to the invention.
A number of scholars have measured
this to determine who b ahead in the
number of patent applications and at
what rates patent applications have been
filed. Others have measured the number
of disclosure documents prepared within
companies. Still others have studied the
introduction of new products involving
inventions. Others have carried out studies of whether engineers are as productive
in creating new inventions as they might
be. What all the statistics mean is subject
to some subjective evaluation.
One lecturer at MIT who b a patent
lawyer stated in IEEE Spectrum that be
has studied, through hjj students, the
attitudes of engineers with respect to inventing. He said: "And if we will but be
true to ourselves, we must admit that
most companies are not getting anything
that remotely approaches the real potential of their engineering staff."
"Again, in a moment of truth, we must
recognize the almost complete apathy in
most universities that ought to be hotbeds
of excitement for creative people."
It israyown experience that the inventor who approaches his task with fervent
zeal and dedication is either independent
or owns a "piece of the action" in the
sense that he has an equity position in his
company that provides the financial backing. My experience with inventors in larger
corporations is that they tend to give a
good day's work for a good day's pay, but
arc not consumed with interest in developing the invention.
When I ask inventors employed by
Urge corporations whether they are interested in the projects involving the inventions, they invariably say "yes." But,
when I ask why they do not devote the
time necessary to think the matter through
to complete the inventions in the shortest
possible time, the reaction is often "what's
the use?"
The inventor is willing to give a fair
shake to the employer in the form of hb
9-to-5 job, but be does not want to hurry
the matter along unless he is compensated
for it. Those rare exceptions who do devote their attention to the matter because
an overriding interest prevails express
frustration at putting in more time than
their colleagues for comparable pay.
I believe that invention is demanding,
and requires the entire attention of the
inventor for periods of time. Jack Rabinow, at the recent Conference on the
Public Need and the Role of the Inventor,
commented that he had plotted his own
personal inventive activity over many
years. When he had administrative, managerial, or other duties outside his field
of interest at the moment, his productivity
decreased dramatically. Similarly, when
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be became an employee of a larger organization, be found that his production
of inventions (according to his personal
notebook) dramatically decreased.
It seems to me that inventors respond
to stimuli the same as every other living
organism. The stimulus that I believe a
best is the patent system, which accords
to inventors the exclusive rights to their
inventions. That stimulus has, in effect,
created a special class of people—namely,
inventors and authors who are to be
treated differently from others in the
sense that they are to be rewarded when
they publicly disdose their inventions.
When corporations come into the picture, they take away the inventors' rights
through the almost universal practice of
preemployment assignments. That is, as
a condition of employment, the prospective employee must sign a form stating
that he will assign all inventions he makes
during his employment to the employer.
Even when there is no written agreement,
the usual rule is that the employer owns
all inventions made on the job.
I submit that such assignment destroys
whatever incentive might have been provided by the constitutionally created special class of inventors. The only way we
can be sure that the inventor is receiving
the stimulus intended by the framers of
the Constitution is to assure that he receives a "piece of the action." It is only
logical to do so, because of historical intention. To devote the kind of effort
needed for invention we need to encourage extra effort. Extra effort is needed
because inventions are above the norm in
routine engineering, and they are recognized as such.
As far as 1 am concerned, it follows
that when an invention requires production of an idea that is not obvious and
beyond the skill of the routine engineer,
an inventor needs to either provide extra
effort or extraordinary creativity. My
experience has been that extra effort is
always a part of extra creativity. It then
follows that when you want extra effort,
you must provide extra incentive. And the
very best incentive I know of is money.
Money can be provided in the form of a
"piece of the action" or a fair shake
for having provided the invention in the
first place.
So I do not leave you with the impression that my argument is grounded
only on the Constitution, I want to
emphasize that the reasoning is current
in the U.S. Supreme Court. In Goldstein
v. California (decided June 18, 1973),
the Court said: "The words 'to promote'
in the Constitutional clause to which we
have referred are synonymous with the
words t o stimulate,' t o encourage,' or
t o induce*... In other words, to encourage people to devote themselves to intellectual and to artistic creation. Congress
may guarantee to authors and inventors
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a reward in the form of control over the
sale or commercia] use of copies of their
works."
So in 1973, the Court is telling us that
the Constitutional purpose is to reward
inventors. The present system does not
in any sense reward inventors, because
the employed inventor has no guarantee
of any compensation if he makes an invention. He may get a salary, but he gets
no promise of any extra compensation.
Rather, the windfall of savings resulting
from a new invention or an enormous
income from licensing goes wholly to the
employer. None of it, absolutely none,
goes to the employed inventor.
Some companies, acting as enlightened
corporations, give a small amount of
compensation to inventors who obtain
patents, but there is almost never any
right to such compensation. I believe the
Constitutional purpose is thwarted when
the reward that the Supreme Court spoke
about is not provided to the inventor.
The solution to this problem is quite
simple. It ts to abolish preemployment
assignments as a condition of employment Even enlightened companies such
as IBM and Westinghouse, who reward
their inventors and provide pins and
jewelry and other forms of recognition,
still require that the employee promise to give his inventions to his employer
as a condition of employment This is
wrong. The payment of extra bonuses and
gems and other forms of compensation is
entirely the result of corporate benevolence and is not an employee right.
When you rely upon corporate benevolence, it is subject to management whim
and the company's perceived economic
situation.
I believe that assigning inventions on
the day employment begins is against
public policy. Such a practice is designed
to stifle any anticipation an employee
might have that he can get a "piece of the
action" if he really comes up with something good.
It has been my experience that employees who come up with a good invention
frequently leave the company to form a
new one. This happens frequently in the
San Francisco peninsula.
Surdy it is not socially desirable to
have an employee, at a time when he is
most valuable—that is, after he has made
an important invention—to leave the
company and go through all the dislocations and frustrations of starting a new
business. It would be better for society in
general and the original employer specifically if the employee knew that he would
share in any rewards gained from the
new invention. And society would certainly benefit in eliminating the voluminous litigation over theft of trade secrets
and other contract disputes that arise
when these employees leave to start up
new companies.

Of course, the reason the employee
leaves is that he wants to share' in the
fruits of bis labors. By having an equity
position in the company be joins, he
knows that his efforts—his extra effortscan be directly shared through his partly
owning the company.
I am not advocating the practice of
leaving the company and forming a new
corporation, because I believe that it is
socially disruptive. I am simply observing
that this widespread practice is a fact of
life caused by the lack of incentive present
in most corporations because of preemployment assignments.
Once we have abolished these assignments, it becomes much easier to deal
with inventions as they arise. Then, the
employee and employer can discuss the
matter and reach an agreement as to
what it is worth. This is all the Moss bill
does.
If employer and employee agree that
the invention is worth a new water bottle
for the desk, or a new piece of laboratory
equipment, that ends the matter. Similarly, if employer and employee agree
that the invention is worth $100 at the
time of Tiling a disclosure document, $100
at thetimeof filing the patent application,
and $100 when the patent issues, they can
still agree. Companies that have such a
program in existence now have nothing to
fear.
If, on the other band, the invention
has a fair market value greater than these
things, the parties have to face up to the
matter and agree upon what it is worth.
Some other countries have a great deal
of'experience in precisely this kind of
determination. Nearly every sophisticated
and industrialized country has such a law
to protect employed inventors.
Germany and Japan, two of our strongest competitors, have had mandatory
compensation systems for employed inventors for years. I do not contend that
the sole reason they are on the ascent and
that we perhaps are not ascending as
rapidly is because of this lack of incentive.
But I do submit that there is some relationship, and that there is a need for providing an employee with incentive. In Germany, for example, there are
three techniques used to determine fair
market value. One is to draw an analogy to a license agreement; in other words,
act as if the employee is licensing the invention to the employer. If there has been
experience in such licensing, a fair market
value can be readily determined by an
analogy to license agreements that have
been negotiated. Another technique is
the actual profit that can be directly attributable to the invention. If this is impossible to determine, the parties can
guess (based on certain guidelines) as to
what the fair market value is. Of course,
the guess is made between people negotiating at arm's length.
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Statement of
Dr. Edmond D'Ouville
Director of Technical Liaison
Patents A Licensing Department
Standard OH (Indiana)
It is certainly in the public interest and
a proper concern of the Congress to make
sure there are tangible incentives to encourage employed inventors to invent. It
is likewise a matter of self interest and
concern to most employers, and it is certainly to the inventors themselves. There
is not much room for debate on the desirability of providing strong incentives to
motivate creative people to use their capabilities to solve problems and improve
life on this planet.
The question before us ir. How can this
objective best be attained in real life,
where we have a wide range of industrial
situations, many inventor types, and a
scattering of employer policies? Should
we rely on the interplay of free competitive forces, on a legislative code (uch as
H.R.1483 (Moss bill, 92nd Congress), or
on some combination of the two?
Legislation providing incentives would
have to be explicit and dear. This would
require simplification resulting in a law
that would be satisfactory for some commercial situations but not others. Efforts
to impart flexibility tend to overcomplicate the law and create administrative
headaches. These might sap the enthusiasm of the employer and the inventor.
It should be remembered, too, that an
inventor needs more than monetary incentives to do his best. He needs an
employer who will develop his invention
and commercialize it. The inventor realizes that this kind of support by his employer will not only get him more money
in the long run, but also a little satisfaction, prestige, and recognition along the
way. What we should try to provide are
double-barreled incentives for the employer and the inventor to work together
in an entrepreneurial way.
To illustrate the difficulty of administering a law such as H.R.1483 (and I am
sure this difficulty will be the principal
objection), I would like to cite a few
statistics I have compiled during my employment with Standard Oil Co., as well
as some personal observations.
From 1956 through 1965, we considered 7,460 invention disclosures submitted by employees, primarily the company's R&D staff. During those 10 years,
1,770 patent applications were filed; thus,
one out of four disclosures resulted in an
application. During the same decade.
1,384 U.S. patents were obtained.
Five years later, in 1970, we tried to
evaluate these patents in terms of monetary worth to the company. This was a
difficult assignment, even having the
advantage of hindsight. 1 know it would
have been much more difficult had we
tried to do it any earner.

One observation is that more than 90
percent of the patents were granted to
only 5 percent of the R&D staff. The
motivation was presumably the same for
all. The prolific inventors apparently had
cither more inventive skills, better opportunities, or both. Other companies
have observed similar results.
Another observation was that in terms
of value to the company, five of the patems proved to be worth more than all the
others. Three were gold mines in the
million-dollar chus, serving as a basis
for new business and licensing. Many, of
course, were of no apparent value, and
two led to substantial losses when put into
practice.
It is dear that i time factor is not only
of the essence, but crucial. In many cases,
good inventions were superseded by better ones before the patent issued. In
others, the inventor was ahead of his
time, and the invention will not be commercialized until the patent has expired
or is ready to expire.
Perhaps the most disturbing observation is the relatively high proportion of
patents for which commercialization was
never really tried. It is possible for a very
capable and creative industrial inventor
to work for years without having the
satisfaction of seeing any of his inventions
commercialized.
If H.R.1483 had been in effect during
this period, I am confident that a degree
of prophetic wisdom unknown so far
would have been required to provide
equitable compensation to those inventors who were granted patents. The rigid
time-frame imposed by this bill makes
this omnipotence essential. The mediation board (provided by the proposed
legislation) would become overburdened
very quickly, and would be unable to
cope.
In petroleum refining and petrochemicals, it is not easy to evaluate inventions
realistically until several years after they
have been made, This may not be true to
the same extent in other fields, where the
merit of an idea can be measured quickly
by some yardstick such as sales in the first
year or two after the item is on the market. Thus, it would appear H.R.1483
would work for some situations, for employers in some fields and for some employees, but not for a large proportion of
them.
Considerable thought has gone into
this bill, and its authors deserve credit
for a good effort to solve an old problem.
There are many good ideas in the bill, and
the authors have taken advantage of other
people's experience (especially foreign
groups). But the question arises: Could
the present bill be changed to make it
more effective in more cases? It is certainly worth a try.
The release principle embodied in the
bill is a good one and worth preserving.
When an employer does not want to pat-

ent or make use of an invention having
all the characteristics prescribed, by
statutes for patentability, he should be
willing to release it to the employeeinventor in exchange for a shop-right or
its equivalent. The inventor, on his pan,
should be willing to assume the burden of
seeking patent protection himself; that is,
be willing to put his money where his
mouth is and not merely ask for a release
to force his employer's hand.
Also, I saw an opportunity to apply
what I call the minimum-wage principle
to this situation. For example the law
or generally accepted employment contracts could provide that employee-inventors would receive, say, a $100 fee
when a patent application is filed for
them; another S500 or so when a patent is
obtained; and, finally, $1,000 to S5.000
when the invention has been used commerdally by the employer or a licensee
for five years. This would be a token
compensation, but 1 believe an effective
incentive. Primary reliance for major
compensation would still have to be as
salary increases or bonuses.
This fee system, however, would make
employers think about and evaluate inventions, and it would force them to keep
clear records on the sources of inventions
and their use. It would bring in the quality
factor to some degree in evaluating patents (often overlooked in granting fixed
bonuses when a patent issues), and it
would, I believe, stimulate inventors to
invent. Finally, the uniformity would
provide a common denominator of sorts,
arid be an improvement in many companies where "one dollar and thank you"
is the only incentive.
1 feel the ACS and the American Institute of Chemical Engineers could serve
their membership by pressing for uniform
and fair patent standards for R&D members employed by both large and small
firms. This can be done by supporting
legislation, or by supporting or becoming
advocates of really fair employment contracts. 1 suggest the legislative approach
be held in abeyance until the other is
tried.
Statement of
Dr. Clayton F. Callis
Director of Research & Development
Monsanto
Let me emphasize at the outset that I
am here as a concerned ACS member and
not as a spokesman for the free-enterprise
system, or even the chemical industry
part of that system. I simply do not have
the knowledge or experience required to
do that.
My mature working life has been spent
almost entire}}- with Monsanto, and this
job experience is the basis of my remarks.
I have experienced the results of Monsanto policy; until recently, I was not
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involved in shaping that policy. So 1 do
not even speak Tor Monsanto, and I can
only relate what my own observations
have been.
I am personally involved, as an administrator, in remunerating employed inventors. Not too long ago, I was involved
in the same matter but as an employed
inventor on the receiving end of the remuneration. (In college I certainly contemplated remuneration before I elected
to join an industrial firm.) My remarks
are within this framework, and they are
based on my own experiences—which
may parallel those of many.
Monsanto advertises itself as a Firm
based on technology, and I feel this is
true. Invention (covered by patents or
not) and innovation (defined as a shopright or not) underlie all of our more than
1,000 products. Monsanto defends its
market share by continuous invention
and innovation, and it counts on technological creativity for its growth. The
company is not in the banking business,
and has no monopoly positions. To stay
healthy in a competitive environment, the
company must continually improve its
product lines. And to grow, it must develop new markets or And new products
for existing markets.
Monsanto realizes its dependency on
invention and innovation. To support this
dependency, company policy has, for a
long time, included procedures through
which inventive and innovative contributions by employees can be rewarded. This
policy goes back to the Swiss chemists
who came to SL Louis in the early years
of the company to develop the first processes and start up the first production
facilities.
Before you leap to the conclusion that
a policy of rewarding invention and innovation is the whole secret of Monsanto's growth from a single-product
company to its present stature, and to the
corollary that if it worked for Monsanto
it will work for society as a whole, let me
take you behind the scenes. I feel there
is an even more important part to the
Monsanto success formula, if you will let
me call it that.
Monsanto has an achievement award
program. This applies to all functions:
technology, marketing, manufacturing,
and staff. There are written procedures
for administering these achievement
awards; these procedures provide for
nomination, review, and disbursement of
sums ranging from a thousand dollars up
to three months' salary for the employee
on the receiving end.
This b not an end-of-tbe-year "let's
use up our budget" sort of event Instead,
h is a quick way to reward an employee
for a significant achievement without
waiting for the regular salary merit adjustment or the promotion procedure.
Both of these take time, involve consid8

erable paper work, and are subject to all
kinds of external checks and constraints.
We do keep track of achievement
awards by category—manufacturing,
marketing, technology, and what not. For
this meeting, I have generated a ratio of
the number of awards made during 1972
in invention/innovation/technology to
the population of the company's technology fraternity, and I have compared this
ratio with that in marketing, manufacturing, and so on. Technological activities
were recognized twice as often than they
would have been if the achievement
awards had been distributed uniformly
on the basis of employment population
alone.
Since 1972 could not be claimed as
Monsanto's most productive technology
year, the awards-rate leads me to the conclusion that the company is putting its
money where its advertising says it is: on
a technical base.
Indirect remuneration for technological
creativity at Monsanto ranges from the
proverbial "pat on the head" through
several varieties of peer-group recognition, to salary increases, and to promotions. It includes assignment to the science and engineering fellow program,
which provides job titles for in-house
recognition of engineering and scientific
contributions. It is, in effect, what some
other companies describe as a twin ladder
of promotion, permitting an individual
to stay at the bench or keep his slide rule
and yet earn the rewards of a manager
who is supposed to be in an office and
direct people.
In some cases, as in my own, there is
promotion to the administrative side.
Admittedly, there are two schools of
thought on whether this is a reward for
technical skill or the lack of it Some of
these procedures are prescribed in company policies and procedures, some are
informal. They have to be taken together
to define what it is that makes the company go.
On graduation from college and after a
brief brush with another employer, I
joined Monsanto. I would probably have
gone to work for the devil himself then
if he had offered me an equipped laboratory. I wanted to continue in chemistry to
the exclusion of everything else.
I do not class myself as an inventor, but
I did enjoy my years at the bench. I feel
that I contributed to furthering the company's objectives, and I .have had the
thrill of seeing my brainchildren sold at
the local five-and-ten and supermarket. I
have also had the internal satisfaction of
knowing that, for a while at least, the
products of my test tubes were the best
available in commerce and that they did
contribute to human health, welfare, and
happiness. Monsanto shared in my feeling
of pride and, over the years, 1 have received many of the direct and indirect
rewards referred to.

This is not to imply that all Monsanto
technical people have been treated fairly
over the years. In my own limited and
brief experience, I have seen people overrewarded for innovation, with results
even more destructive of individual integrity than underrewarding. I have not
agreed with the magnitude of several of
the direct and indirect awards that have
come to my attention. I have seen people,
under duress, sharing credit with others
for ideas they originated by themselves.
I have never seen the outright theft of an
idea, but this is not to say that such theft
cannot happen.
Any human activity lends itself to
abuses, and any organizational system
will have built-in loopholes. In fact,
warding off these abuses and guarding
against these loopholes in the segment of
Monsanto technology under my jurisdiction would be a very good job description
for the position I now hold
Granted, there is a limit to how many
laboratories an individual can occupy at
one time, and I am only influenced by my
reading and personal experiences. But it
does seem to me that, from the point of
view of the employed inventor, the Moss
bill or any of its proposed variants misses
the target completely.
What we are trying to do here is enhance creativity by providing positive
reinforcements for acceptable behavior.
Such reinforcement, it is assumed, will
draw some individuals into the inventing
profession, and they are expected to lead
more productive lives there. This production will further the cause of technology
and thereby enhance its benefits to society
as a whole.
These are objectives no one can quarrel
with; certainly not I. My present work is
dedicated to exactly this end, and I can
use all the help I can find. But I submit
that in formal Federal legislation we are
approaching the wrong end of the mule.
The problem is not a greedy employer
seeking to keep more profit for himself.
If it were as simple as this, the greedy
employers would be run out of the freeenterprise system as their nongreedy
competitors outinvented them and outinnovated them.
The problem is in the supervision of the
innovator/inventor. This is where the
positive reinforcement for a good job well
done begins.
It is the supervisor who administers the
encouragement and creates the work climate where suggestions are fostered, developed, and permitted to grow. It is the
supervisor who initiates the paper work
for the salary increase and for the promotion. It is the supervisor who recommends merit increases and achievement
awards, but these are mere levers he can
pull to ward off stagnation and mediocre
performance. It is the supervisor who
recommends promotion into the twin
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ladder program if that a the employee's
ambition and desire.
Supervisors are human beings. They
vary in empathy and in communicative
skills. Some are good at their job and
some are rotten. Some can inspire their
employees but not their bosses. Some can
fool their bosses but not their employees.
In all this welter of supervision, who will
get the achievement award, who will get
the salary increase, and who will get the
promotion?
Or, perhaps more important, when
there a no award, promotion, or incentive, who will receive the stimulation to
come back into the laboratory the next
day and try again? Those of you who have
been at the bench will agree that the
human spirit faces failure in innovation/
invention far more frequently than it
faces success.
We are closer now to a discussion of
morality than we are to a discussion of
legal rights. As our experience with the
18th amendment to the U.S. Constitution
snowed, it is next to impossible to legislate morality.
A Federal act to require that inventors
be rewarded for their inventions will not
help supervisors who already reward their
inventors. It may add to the paper work
and it may substitute some cash for intangible rewards, but will this really make
a professional work harder? 1 doubt it.
A Federal act in this area will merely
provide the incompetent supervisor with
another document to which he can point
with pride as he continues to mismanage
the talent under his trust. A Federal act
such as the Moss bilt would provide a
good deal of employment for the attorneys of litigants who feel they have been
cheated, but it will not further innovation
or speed development, in my opinion. In
fact, I feel that by distracting those
actually occupied in the work, it may well
have the very opposite effect.
I believe, on the basis of my experiences, that we are dealing here with a
nonlegal issue. I feci we are truly talking
about basic morality as it applies to innovation/invention. And to dose with a
quotation from the immortal Pogo, "We
have met the enemy and they is us."
Statement of
Dr. John H. Bachmann
Professor of Chemistry
University of A kron
The University of Akron recently surveyed some other universities to learn
their approach to patent applications by
their faculty members. Our own policy
had been somewhat vague, but culminated in the university's having the right
to the patent, which was assigned to the
university by the rather standard payment of $1.00 and other "good and valuable considerations."

The survey revealed that a relatively
vague policy for pursuing patents existed
on many campuses, but usually a more
generous financial agreement was made
with the inventor. Following the study,
we drafted a tentative policy for adoption
by our board of trustees. The document
establishes two important principles:
There shall be speed in all stages of
decision making, and reward must accrue
to the inventor.
Although our document was drafted
originally without reference to the Most
bill, those familiar with that bill win
recognize that these two principles are
fundamental to it.
It may not be obvious at first glance,
but there are several problems involving
speed in decision making in the patent
process at a university. After the inventor
makes bis disclosure to the university, a
decision must be made on whether the university wants the rights to the patent. In a
research-oriented industrial organization,
this decison generally can be made more
easily than in a university, where the
office of the dean of research may determine patentability and economic potential (usually with help from outside the
university).
When the university decides to prosecute a patent, the inventors are kept
informed of the progress, and they have
an obligation to assist in preparing additional claims and amendments and in
efforts to license the technology. When
the university waives its rights, the inventors are given a release so that they, at
their option, may engage private counsel.
According to our proposed policy, if
the university were to decide to prosecute
the patent, diligence must be shown. And
if eventually the patent were granted,
some stipulated per cent of the income
from the patent would be assigned to the
inventor. In principle, these provisions
are compatible with the Moss bill.
University management is a very complex operation. Because of the breadth of
managerial operations, not all the types
of tasks that need to be accomplished can
be done with consummate skill. And
when you consider the variety of disciplines involved, it a a wonder that policies
can be drafted and implemented which
are applicable to and agreeable with such
diverse interests.
Furthermore, university managerial
skills do not generally extend to patent
law and practice, or to the sale or exploitation of patents. In most universities,
perhaps, experience in these fields is limned. In fact, invention is not generally
regarded to be the target of most university research. Something called "pure
science" is usually regarded as the proper
objective of academic investigation.
We were quite surprised to find the
number of universities in our survey that
were coming up with totals such as six to
12 patents—not per year, but total.

A similar deficiency often exists in the
specific managerial skills relating to invention in small industrial organizations
that are not research-oriented. For organizations not oriented toward patent
problems, it is desirable to have some
stimulus for speeding the process from
applying for a patent to eventual sale or
licensing. Our proposed philosophy at
Akron is dedicated to this objective. And
this seems to be a major target of the
Moss bill.
I imagine that everybody would like to
sec the time between disclosure and patent
application kept short Ideally, this should
be the responsibility of the assignee.
Whether authority over monitoring of
diligence should be assigned to a bureaucratic arm of the Government b surely
debatable.
For completeness, the attitude of Government or industry toward sponsored
university research should be alluded to.
Everyone I talked to in my survey seemed
satisfied that agreements now written into
contracts with industry adequately protect the sponsor end define the rights of
the inventor, although some uncertainty
exists with government grams and contracts.
I am sure that many of you have discussed the Moss bill with management
people, including members of your legal
department. I have talked with several of
our area's industrial legal groups, and I
have found concerns ranging from a feeling that the Moss bill represents the populist appeal of protecting the little man,
to a concern regarding possible pitfalls.
Should the Government be involved ia
this type of contract negotiation between
employer and employee?
Among the pitfalls, consider what might
happen in a lawsuit in which a patent
is declared invalid. How could the assignee recover anything already paid to
the inventor? Or, what if a given patent is
merely a part of the big picture in some
area of technology? Would it not be difficult to evaluate one patent individually
as to timing, dollar value, or even significance?
DISCUSSION
(This discussion concluded the bearing.)
Dr. Many: You have heard from two
lawyers and three chemists or chemical
engineers, one representing the university
community and the others generally representing industry.
We do not have a spokesman for the
Government-employed inventor, but it
seems to me that he would fall more within the university community than the
industrial community.
It seems that what we have here is a
relatively broad spectrum of opinions and
facts and some experiences reported to us.
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And we seem to have learned that thert
are different problems in these areas.
The question we need to answer is how
can one bill, such as the Moss bill, apply
to all of these different communities of
interest?
In preparing for this hearing, I wrote
to the president and executive director of
both the American Institute of Chemists
and the American Institute of Chemical
Engineers to learn whether they would
participate in any way. Dr. D'Ouville, in
effect, represents the response from the
AIChE, as he became a member of this
panel via that route. No one was appointed
or is designated by th; AIC to carry the
message to as in a formal way.
I happen to be a member of the AICs
patent committee. My personal feeling
about the attitude of the AIC is that,
while it is interested in this matter, it has
not really begun to come to grips with the
problem of what to do, if anything, about
the Moss bill. In my capacity as a member
of that organization's patent committee,
I feel that committee is just groping in the
dark, and there is very little real interest
on the part of the membership in taking
a position on the bill.
I intend to carry back to the AIC the
information we develop here, and I also
ptan to report back to the AIChE the
ideas that have come out of this meeting.
Another thing I found interesting and
necessary'to consider in this matter is
the large-company-employed inventor
versus the " small-company-employed
inventor. Dr. Callis indicated be thought
this was a moral issue. While most large
company employers are moral and ethical
to their dealings with individual employees, this is not necessarily true of a smaller
company, where there arc but one or two
technically trained employees. The Moss
bill would at least provide an increased
bargaining power for the small-company
employee in his negotiations with his
employer.
Not ail small companies would be in
a position to develop a complex award
system, nor would they have the capability needed to administer the system.
Such companies would benefit from the
administrative bodies set up under the
Moss Bui.
An additional item I think a quite important b that the Moss bill would apply
not only to chemically oriented inventors,
but also to all other inventors—such as
electrical engineers, mechanical engineers,
and agricultural engineers. Patenting,
licensing, and exploiting of patents by
companies having mechanical or electrical devices are quite different from the
situation in the chemical industry. The
Moss bfll, as now contemplated, would
apply to these as wdL What effect would
the Moss bill, if passed, have on these
industries?
In general, h seems to me that the idea
of compensation for the employed inven10

tor has to beflexible.It cannot be inflexible andrigid.Not being a lawyer myself,
I tend to think that for anything set in
law, change is difficult and interpretation
of the law becomes grist for the lawyer's
mill.
Dr. EJ. Vandenberg, Delaware Section
and an industrial researcher. I have worked for a large generally progressive chemical company for 34 years, and have been
involved in filing over 150 patent applications; about half of these have issued
as patents. A number of these patents
have been very important to my company.
Needless to say, I have received very
substantial recognition for my patent
contributions, in a variety of ways. On
the other side of the coin, however,
monetary recognition, although certainly
accorded, has not in my view been commensurate with the value of the patent
contributions. I fully recognize the difficulty of devising a fair scheme for such
recognition, since many people usually
contribute to thefinancialsuccess of any
commercial venture.
But, we must not forget that invention
is vital—indeed, the keystone—to our
economic system. Therefore, I believe
that it is very important that invention be
fully rewarded and encouraged. We need
greater incentive for creative invention.
I think it is important for the ACS to take
a role in obtaining greater recognition for
inventions and inventors.
I speak here not for personal aggrandizement. Indeed, one might suspect this
might have a negative influence. I hope
not, and I suspect not, but 1 am speaking
here as a Councilor of the Society to promote the general well-being of our profession and industry in an area where I
believe we are very weak for one reason
or another.
Certainly the ACS Award for Creative
Invention has been an important step
forward by our Society. However, even
this award can be improved Of the 26
awards given by our Society, there are
only two that do not receive monetary
recognition: Creative Invention Award
and the Priestley Medal. All others involve $2,000 to $10,000 gifts.
In my view, a first step by the ACS
„ should be to add an appropriate monetary
recognition to the Creative Invention
Award. Creative invention is the livelihood of our industry and Society, and
should be recognized accordingly.
1 realize that these are very difficult
economic times for the ACS, but it seems
to me that funds could be found for such
an important area. I want to emphasize
that if I should ever receive the Creative
Invention Award—and I am not implying
that I am eligible—I would not personally
accept any monetary recognition.
Obviously, the general area of compensation for employed inventors needs
much study. I do not have any panacea to
suggest that would correct what I believe

to be the situation today. I am not very
familiar with the Moss bill. I can see from
Mr. Sutton's description of it that it
obviously has some problems. But I would
agree wholeheartedly with most of what
he said. It is a difficult, complex problem
but we must work on it. At least initially
we could set an example for the industry
by appropriately modifying our own
Creative Invention Award.
Dr. Marty: Thank you very much. That's
a very good suggestion.
Wanda Sterner, Executive Committee of
the Southern California Section: The
Southern California Section simply voted
to support the principles of the Moss bill,
with the proviso that Section 414, beginning with line 17, page 6, be modified to
remove ambiguities. This section refers to
the definition of fair market value, and
I suspect that some of Mr. Sutton's suggestions, which are in the German bill,
would perhaps take care of this.
Mr. Sutton: The Moss bill does not provide any specific way of determining fair
market value, or how the extra compensation is to be actually determined. What it
simply does is state that the fair market
value should be agreed upon by the
parties. If the parties feel the invention
is worth a gold watch or a new water
bottle for the desk, then fine, so be it.
They can make that agreementana" that's
the end of it.
As for the argument over what the fair
market value should be, the fact of the
matter is that this kind of dispute has not
arisen in other countries. I think it is fair
to assume that we would not have any
great amount of litigation overburdening
any mediation board if we were to enact
legislation similar to that in other countries.
What we do have in the bill is provision
for regulations to be set up. Under these
regulations, we might draw upon the laws
in Germany, Sweden, Denmark, Finland,
Norway, Holland, Austria, Switzerland,
Italy, Portugal, Japan, and the Soviet
Union, all of which provide for mandatory compensation of employed inventors.
How do they do h? Three important
factors need to be considered. One is who
set forth the problem that was solved by
the inventor? Did the inventor pose the problem himself? Did he say that there is
a problem that no one knew existed and
he has come up with a solution? Or did
the corporation provide him with a laboratory and say here is a problem, we
want you to look into it, and give him the
supervison and direction? Obviously, in
the first situation, the employee should
get more than in the second situation.
Another, factor a who contributed to
the solution. Was it solely the employee,
or did the supervisors Dr. Callis referred
to have some part in forming the invention? Did they pose the problem and help
solve it? Such assistance, and all those
involved in the inventive process, are
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also considered under the regulations in
other countries. The time, facilities, and
inventive contributions of others are all
very important factors that have to be
considered in weighing what the fair
market value b.
Employers today usually give a specified amount as an award for each patent
application. 1 say that is backwards. The
right to the invention ought to be with the
creator. Then he and whoever else wants
to deal with it can negotiate and determine the fair market value. Most of the
time there really is no problem in determining this. If the company b enlightened,
it will make sure that someone gets either
a $500 retainer, as Dr. D'Ouville suggests,
or some other appropriate payment. All I
am saying is that we need a mandatory
provision by which the inventors can be
compensated.
The third factor for determining fair
market value is: what are the duties and
the position of the employee who made
the invention?
If he were the janitor, I think he would
be entitled to greater recognition for a
worthwhile invention than if he were in
the research laboratory, assigned to and
paid for inventing. The greater share of
the reward should go to the man who is
not asigned to that kind of a task.
- The Moss bill specifically provides for
a right of review when one side or the
other does not agree on the value of the
invention. My experience with most inventors is they will go along with the company's program. But the inventor ought
to have therightof review by a mediation
board when circumstances warrant it.
And it should not be left solely to the
benevolence of the corporation. If the
corporation—if all corporations—were as
nice as Monsanto appears to be, perhaps
we wouldn't have this problem. I can,
however, testify that all corporations are
not so enlightened, and 1 think we need
a mandatory system of compensation so
that each employed inventor will receive
a fair shake.
Dr. Don Baker, Chairman of the California Section, member of the Economic
Status Committee, and Member of the
Council, and an industrial employee: The
discussion concerning the Moss bill may
be moot in that there is a very good possibility that Congress will not act upon it
at the present time.
Perhaps what we are talking about may
be a little bit late. It is rather easy to
throw dirt at any particular bill you might
be opposed to. It is much harder to make
constructive comments that would make
the Nil more amenable to how you would
like h to be worded.
The authors of the bill, and Congressman Moss, obviously had certain ideas in
mind. I suggest that the ACS abo has an
interest in inventions, and that it consider
means—such as bearings of this type—by
which the thrust of the Moss bill might

be made more to the liking of ACS members.
The California Section voted some
time ago to support the bask tenets of
the Moss bill. We felt there were some
things we did not like about it; but there
were a lot of other things we did tike.
The idea b that this b a proper thing
for the ACS to consider. The Council, the
Board of Directors, and the Patent and
Economic Status Committees should deal
with these problems and devise some
suitable means by which the membership
and the Council might make suggestions
to appropriate legislators.
I think it b important that incentive
and recognition be given to inventors—
for example, bonuses. Portions of sales,
to cite another example, are given to encourage salesmen to greater sales efTorts.
Actually, what the ACS promises b
mediocrity. Surveys such as the salary
survey vary little with whether a person
b an employed inventor or whether be b
in a position with even the possibility of
inventorship.
Perhaps the Society can act through its
Guidelines for Employers. These might
be modified some way to encourage industry to furnish means for greater recognition—monetary or otherwise—for inventors.
Dr. Marcy. Do you have any suggestions
as to what you think the Society should
do in the way of developing some kind of
detailed guidelines?
Dr. Baker There was a survey of many
chemical companies as to their policies
involving patents. It pointed out how
greatly industry varied from almost no
recognition whatsoever to substantial
financial and other types of recognition
for inventors.
It u probably the most diverse type of
recognition. There b no real set policy.
I think that perhaps the sort of thing the
Society should really decide is: What b
the standard that should be applied to
inventors? Should you give them just a
dollar when the invention b disclosed?
Or should you give them a certain amount
on Tiling? Or should there be a certain
amount when the patent issues? Should
there be a certain percentage of the profits from that particular invention?
1 think these are the things the Society
should come to grips with—decide what
b equitable, and how to encourage invention.
Dr. Marcy: Do you think there would
have to be different guidelines for different industries, as, for example, the
steel industry versus the petrochemical
industry?
Dr. Baker. 1 think that for chemists, the
ACS certainly could make guidelines. 1
think the guidelines as they would apply
to cbemisu would abo have more general
applicability to, say. steerworkcrs, plumbers, or electricians.

Dr. Bernard Sturgis, manager of patents
and contracts for an industrial corporation: I have been a research chemist and
atoboratorydirector, and I certainly am
not going to argue against offering incentives to chemists and engineers to
invent. But I would like to ask some questions regarding the practical application
of some or these concepts.
In the past nine years, I have spent my
time negotiating licenses. Mr. Sutton
said this b almost the same as a chemist
with an invention trying to sell it to hb
company, tt b not an easy job. Many
people have come to us with inventions.
They want to sell them to us. Perhaps we
want to buy them.
There b never any agreement between
the other company or the inventor and
ourselves as to the value of the invention. We spend months, sometimes years,
trying to find a common ground, trying
to decide what b a fair price.'Sometimes
we never reach one, and negotiations are
broken off.
Do we nave to go through this with a
chemist every time he makes an invention? Do we have to spend hours and days
and months negotiating with him as to
what b the value, and what should we pay
for this?
Certainly we have no crystall ball to
help us decide what the value of the invention may be. We have a hard enough
time when an invention b made trying to
decide whether it b worth filing and how
broadly to file in foreign countries.
We bring all our best business minds
together to try to decide how important
the invention b, what it will mean to us
five or 10 years from now. And we guess
wrong as often as we guess right. It b
not an easy job to negotiate between a
company and an inventor about the value
of the invention.
Another point b that we do not seem
to have any lack of inventions. We get
many, many invention notices, and many,
many inventions filed. As Dr. D'Ouville
said, we get several times as many invention notices as we do inventions that we
finally decide are worth filing. We are
trying to discourage filing on many of
these inventions because many of them
—literally—are not of that much value.
We used to file a lot of customer-use
type of patents. We have tlmost abandoned those. We used to file a lot of
patents of rather doubtful value. Our
legal department just cannot handle it.
There b too much work coming in.
We do not warn to fill the Patent Office
and the literature with a number of palems of not much value. Suppose an inventor received S500 for every patent
filed. What would happen? Every time he
returned an invention notice and we decided not to file, he would be very unhappy and say we are trying to cut him
outofhbSSOO.
II
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!s an invention worth more if you
foreign file? The inventor may want to
fik in 25 countries; we might want to
fik in five. If he gets more money for
filing in more countries....
Okay! It seems to me the administration of this is a very, very difficult thing,
and the best solution, 1 think, is to reward the inventor if his invention makes
money for the company. Our company
has such a plan. Monsanto has such a
plan. Many other companies do.
Instead of trying to outguess the inventor at the start, let the invention make
money and share it with him. I think all
progressive companies do that.
Mr- Sutton: I just want to comment on
the problem you pose because it is a very
valid point, and I think you show an
understanding of the situation that is
important. But I would, at the outset, say
that the difficulty in negotiating the
value does not mean that we should not
do it. If the employee warrants compensation, he ought to receive it, even if it is
very difficult to determine precisely what
that ought to be.
1 agree that negotiation is difficult. I,
too, in the past nine years have spent
some time in negotiation. But I do not
believe that each time an employee makes
an invention we have to go through this
kind of process. Surely they do not in
Japan, Germany, and the other countries,
and I see no reason why our experience
should be any different from theirs.
The only time you have to go through
negotiation is when you have an invention
that the employee thinks—rightly or
w jngly—is a break through and has
enormous value. And if you think it has
some value (and you obviously have seen
some cases where you are sure that it has
a lot of value), it is just a question of defining precisely what that value is.
My experience in dealing with inventors is that they have no interest at all in
the business part—the negotiation process. That is not their forte. They want to
oe at the bench, and they do not want to
befightingit out with somebody.
So I submit that the answer is that most
companies will have the enlightened
policies your company apparently does.
By that I mean that they will, as a general policy, say that you determine or
agree that fair market value is some fixed
amount
1 am very much opposed to having
fixed amounts, such as $500, because I
do not think that a lot of inventions and
patent application are worth $500. And
we have an awful lot of those. I advise my
dients not to file, just as you apparently
do in your company. I think we need
better and stronger patents.
All I am saying is that when you have
the great one, the really big one that
comes along, it is a windfall for the corporation. And if it saves a great deal of
money, the inventor, without whom noth12

ing would have occurred, ought to be able
to share in it.
You indicated your company does that
But your company is in a minority. Companies as a rule do not, even today.
The C&EN report on this subject
pointed out that: "Indirect compensation
rather than rewards directly tied to patents has been the preferred method. The
primary method of indirect compensation
are salary raises and promotions." That's
the way it is done today. Perhaps your
company is an exception; but, I submit,
this is not being universally done. I
agree wholeheartedly that you reward the
inventor if the company makes money.
The only idea I think we should have is
that it be mandatory to have some kind of
assessment of the fair market value instead of relying upon the corporation's
goodwill and generosity. I think it ought
to be mandatory, rather than wished for
and hoped for.
Dr. Sturgis: I certainly do not think we
should pay a fixed /mount every time
we file a patent, because I think the
morale problem could be very great. If
the company decides not to fik a patent
on the invention, the man does not get
his money, and it may stifle his inventiveness for the next several years. I
would hate to see that happen.
Dr. D'Ouville: These plans to reward an
inventor years after the invention has
been successful are a good thing. They
have been used very effectively at DuPont, Minnesota Mining, Illinois Tool
Works, and elsewhere.
But such plans are a far cry from what
the Moss bill requires: namely an evaluation at the time the claims are allowed.
That is the hard thing to do. Nobody
knows with certainty what the invention
is worth at that point in time—neither
the inventor nor the company. It takes
years and experience to determine the
value of an invention.
As for giving a $100 award when the
patent is filed, I really do not think
that creates such a problem. If the invention is not worth $100, the company has
no business filing it. The company ought
to be willing to release it to the inventor
if he thinks it is not worth more than that.
And I don't know of any company that
has had troubk with the policy of giving
an award when the patent is filed. It is
simpty a little compensation to keep the
inventor's interest up during the time
the attorney gets it prepared and through
the office.
Or. Sturgis: But do you fik a lot of patents you would not ordinarily file that
way, just so the inventor can get his
money to keep him happy and keep norakup?
Dr. D'Ouville: We give only $100 when
the patent is filed, I don't think we have
ever filed simply to keep somebody
happy. But we do have a policy that if
we disagree on whether an invention a

important—the inventor thinks it is and
we do not and choose not to fik, and
it is a real invention—we release it to
him and kt himfikit
Dr. Sturgis: I think that should be part
of the plan.
Dr. William Kirsch, former Chairman
ofthe Philadelphia Section, currently a
member of the Committee on Economic
Status, and a Councilor: I am interested
in other people's reactions concerning a
specific point. That is, dealing with inventions that arc not patented, or are at
least not brought in as innovations,
which means bringing them into the market place.
What I am asking is this: How do
people feel about it? Would you like to
see the Committee on Economic Status
or some other part of the ACS look into
the question of what should happen to
the inventions, or at least to those ideas
that never get commercialized? Is there
a mechanism that the ACS should promote for having such an invention released under a license from the company
that hires the inventor, or perhaps releasing the invention to him outright to
file or exploit in his own fashion?
Dr. Marty; Are you referring to nonpatentable inventions or to those that
would not be patented?
Dr. Kinch: I am referring to any idea,
whether an invention or not legally, but
an idea that is not considered marketable
or worthy of investing additional labor
and capital by the employer. In other
words, an idea that just does not mesh
with somebody's business, perhaps.
We have made a point here that the
inventor can become frustrated if he
brings up things that never seem to go
anywhere. This is one way he can become
unfrustrated, if you will.
I am interested in other people's reactions. Is there any interest in this kind of
thing? Certainly there are loads of ideas
that do not mesh with a person's business
for valid reasons. My point is, from the
view of the inventor who has invested bis
own education, his own knowledge, his
own effort, and in addition to compensation be receives, should there be an
allowance made? Should there be an
opportunity for him to exploit or capitalize on his idea if the company, his employer, chooses not to?
Dr. D'Ouville: I think that the typical
employment contract provides that if an
employee makes an invention within the
company's field of interest, he has an
obligation to disclose it to the company,
and, the company may either fik on its
own behalf or release it to him. But I
think that the rule that prevails is that if
the employee makes an invention outside
his company's field of interest it is his
fundamental property; he can do with it
as he chooses.
Dr. Kinch: But in the case of a multinational corporation with multifaceted
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interests, where do you "get outside"?
Realistically. Take an entity such as
IT&T. What b outside the purview of
IT&T, from nudear physics to life insurance?
Dr. D'Ouville: If it b a thermostatic
control for a goldfish bowl, I would say
it was outside theirfieldof interest
Mr. Sutton: 1 wfll give you a more direct
answer, and say that the Moss bill does
precisely what you arc advocating. It
provides that the invention belongs to the
employee, and if the corporation wants
it, fine. It can negotiate or adopt some
kind of policy whereby the inventor b
compensated for it.
If the corporation has no interest in it
because h does not mesh, because they
do not like the way the fellow parts hb
hair, or for any other reason, they do not
have to take it The employee b then, by
terms of the act, free to do with h as he
chooses.
Dr. Kinch: Let me make one point
though. The reason I raised this was not
to push my own idea, because h b not
I was wondering whether there b any
audience interest in this kind of thing?
That b why I asked.
Dr. Marcy: Perhaps we could have a
show of hands. Ii there anybody who
fecb that the Economic Status Committee
should undertake to determine bow best
to handle this situation?
I see perhaps 10 hands out of the SO
people in the audience. I would say that
is enough to warrant the Economic Status
Committee to look into the matter.
Dr. William J. Bailey, professor of chemistry and department head. ACS Presidential candidate: I am on the Subcommittee for Governmental Centers for
Research and Development of Chemistry,
and the Committee on Chemistry and
Public Affairs. This b a topic we have
been kicking around, too—that b, the
entrepreneurs, the independent inventors. We also have been concerned about
getting inventions released. However,
we do not know the mechanisms for getting inventions released by corporations.
Perhaps the members of this pane)
would like to say just what the mechanism
b now, or would be under the Moss bill.
How does an employed inventor go about
getting the release of a patent so he can
exploit it himself?
Dr. Marcy: Are you referring to Government or industrial employees, or both?
Dr. Bailey: Government employees and
employees of both big and small corporations.
Dr. Marcy: Thb b a very important
question that wiU probably take until
next week to answer, but 1 might make a
few comments.
In the case of the Government employee, the Government retains all United
States patent rights, but win generally
release on request the foreign patent
rights to any invention be makes.

Thb problem b being discussed currently by some Government administrators, so h may be resolved in the nottoo-distam future.
In industry, it b a case of bargaining
with your employer. But it b very difficult for a lowly research chemist to bargain with hb employer, because the employer b a large company. Thb b the
whole point as I see h, of the Moss bill.
Perhaps some of the pane) members may
not agree with me.
Mr. Stcdmao: I think your last statement
probably covers it There b only one real
answer; it all depends on whom you work
for and what kind of an arrangement you
have. I suppose that this b really what
the legislation b directed at It underlies the bask question: Is there a public
interest in legislation that would attempt
to set some general principles or rules on
the theory that there b a public interest
in thb? Or are we quite content now, with
the system in which it simply becomes
a matter of private bargaining between
the employer and the employee?
In the absence of bargaining, of course,
common law doctrine controb. But even
that b a little bit vague. Common law,
as distinct from an agreement u probably relatively minor today.
One of the things I have been impressed
with on thb subject over several years
has been the real lack of information.
We have episodic information—thb inventor, that company, and so forth. But
we have no real way of knowing what the
mass of people, whether they are chemists, electricians, or what not, really know
or fee) about this subject
After all, there are two bask questions
we need to be concerned with from a policy standpoint One, what will or will
not in the way of law, stimulate inventors
to do more than they are doing at the
present time? Thb assumes that we want
them to do more than they are doing. The
second question b to what extent would
a given type of law be workable from the
standpoint of administration—would it
do more harm than good?
Somewhere along the line. Congressman Moss or whoever it b ought to have
some sort of input. And as I see H, the
real input b most likely to come from
organizations such as the ACS, which
really could find out—presumably from
its members, not from the Board of Directors—just how they fee) about these
things.
We are greatly concerned about how
thb type of legislation would work in this
country. And yet as has been indicated
several times, there seems to be a rather
high degree of satisfaction in the countries
that do have it.
My impression b that nobody in Europe b thinking of pulling back from
this kind of legblation. Several countries
that do not have it are talking about it
Thb may not be the answer so far as thie

VS. is concerned, bat I find it significant
Another thing that impresses me in
Europe are the organizations and associations. There b an international organization known as the International
Federation of Inventors Associations;
they caD h IFIA. The president of that association has been in thb country a
couple of times in the last two or three
years, trying to find an organization in
the VS. that could be sort of the representative here. He hasn't found one; they
don't oust He was amazed at thb, and
surprised by h, and disconcerted by it.
There b another organization. Thb
spring, [ happened to obtain a copy of a
questionnaire that was sent out by the
International Federation of Commercial,
Clerical, and Technical Employees, headquartered in Geneva. They are sending a
memorandum and a 9- or 10-page questionnaire to associations to obtain information on practices and laws dealing with
inventions and how things are working.
We are going to have thb kind of
information sooner or later for thb country. Either that, or we do not legislate,
which may or may not be a mistake. Or
we do legislate, and we legislate either
wisely or foolishly. We do not really
know without more input than we now
have.
My immediate question is: What can
the ACS do to correct thb situation? I
would ask the same of Dr. Bachmann and
people it my own university, namely,
what can they do to get the answers to
some of these things. This b something
I would really like to see the Society direct
itself to. How can we really find out as
distinguished from obtaining isolated,
individual, episodic, or anecdotal experiences?
Dr. Callb: Dr. Bailey, you asked a question: How can you go about getting release of ideas? Was that not the sense of
your questions?
Dr. Bailey: Right.
Dr. Callis: 1 fee) that the key to the question of proper handling of an inventor b
with supervision. If a supervisor does not
stand up for hb inventors, the problem
has to be corrected another way. Get rid
of the supervisor.
I wonder bow many inventors have not
been turned down, but rather assumed
they would be turned down. I think the
ACS can get some information on that
subject
I have often had people tell mc that
you cannot publish from certain organizations. Ifindout that they do not write
up their work and ask whether it can be
released or not. They just assume that it
wiU not be released, and they start complaining that "1 can't get anything released."
Dr. Henry A. H31, member of the ACS
Board of Directors: Someone mentioned
what the ACS could do. I obviously will
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fiot speak for the ACS, but I would like
to turn that into a framework that is a
tittle different from the one that has been
developing.
From the point of view of the Past
Chairman of the Council Committee on
Professional Relations, and what happens
to the total relationship between the professional scientist and his employer, there
is frequently an employment contract that
has something to say about inventions.
Some of what we have talked about
here in terms of inventor compensation
contains, in my view, an dement of
ditism, whereby we are singling out the
person who happens to have made the
contribution to the discovery. You will
recall in the case of streptomyecin that
the judge awarded a certain amount of the
profits, the royalties, to the woman who
cleaned the culture tubes in the laboratory. 1 think we have to allow that we are
concerned here about all of the members
of the ACS, all the professional employees, and perhaps all the employees.
If there is a way to increase the award
for an individual, this may be worth pursuing. We are also concerned about the
abuses, and I think I disagree with the
previous speaker somehow as to how we
come to correcting abuses in our society.
I think that a Morro Castle or a Coconut Grove fire are the ways in which we
sometimes move to correct abuses. •
As a member of the Council Committee
on Professional Relations, I have seen
individuals forced into early retirement
And there are many of us who could almost calculate the contribution the inventor was making to the profit picture
of his corporation. So I think the question
here is: Why should we be examining this
anyway?
We examine it because, anecdotal
though our information may be, we have
enough instances presented to us where
individuals have made significant contributions to corporate profits and have not
been adequately rewarded. Not only have
they been inadequately rewarded, in other
instances they have been rather disgracefully turned toward early retirement and
sent out to pasture.
So what we ore looking at here b not
just how we might take care of any one
of our significant inventions; but bow
can we raise the standards under which
the employer treats the professional
scientist in his employ?
If we do have means left over for rewarding the 350 hitters, let us do that.
But remember that the 250 boys also help
keep the ballgamc going.
Dr. Callis: Dr. Hill, there is one aspect
of this subject that has not been brought
out. What do you do with the .001 bitter?
Do you ask him to turn back some of the
funds that you have given him? I do not
mean to say this in a derogatory manner,
but I think that one of the dements in
14

this subject is the tack of or the presence
of risk in the invention process.
The invento* -that is, one employed
by a corporation—does not have the same
risk as the entrepreneur, the fdlow who
risks all when he goes out on his own.
The problem of always regarding the
good and not doing anything about poor
performance a a bad feature of many
corporation activities, 1 think.
Dr. Hill: Wdl, there is the question of
the goal you set for the employee in the
first place. When we talk about batting
averages, it is quite dear.
But 1 would like to cite a guideline,
which my professor (Norris) always gave
us. He, as a lieutenant colonel in World
War I, worked on developing poison
gases. He described for us how be, as a
director, assigned one man to react one
molecule with another, a second man to
react two molecules with another, and a
third man to react three molecules with
another. The third man came up with an
invention; the others did not.
Dr. D'Ouville: I think it would be well
to look at this entire problem from another point of view. It is true that the Germans have had legislation rewarding inventors, and it has not given rise to complex and bitter administrative problems.
It is true in Japan, Sweden, Spain, and
soon.
But I have never seen any evidence that
the inventors in those countries are more
highly motivated than American inventors are. In fact, if you were to look at
the statistics on the balance between the
export and import of technology, you
would find that the U.S. exports more
technology than any other nation and
Great Britain is the second most effective
exporter of technology. Neither U.S. or
Britain legislate awards for inventors.
So I think we might just question
whether the German inventor is more
highly motivated in spite of his assured
award than is the American inventor. I
am not so sure he is.
Dr. Alan McClelland, Chairman of the
Committee on Economic Status: As a
member of one of the cosponsoring committees of this symposium, I would like to
cordially invite anybody who has spedftc
and anecdotal information to bring h to
our attention.
One of the things the committee has
wanted to do is look at what the real
needs are. We have felt, therefore, that
this is a matter we do not want to rush
into to take some kind of a position on.
It is true that anecdotal information
can sometimes be misleading. On the
other hand, we all have a tendency to sort
of argue from a theoretical position, and
we can sometimes rush into something.
For example, we might move into Federal
legislation when perhaps there is not that
much indication Uut it is needed.
I personally am not ready to take either
side. But the Committee on Economic

Status would be very glad to know of any
specific cases that could serve as evidence
of what the real problems are.
Dr. Henry Bader, a member of the Council Committee on Professional Relations:
My company has a very high representation of patent records and independent
inventions. Every time I file a patent
application, I receive one dollar. I am
getting my rewards for it, and I definitely do not complain. I get my increases;
I get all sorts of monetary remuneration.
But myfinancialposition — my financial rewards — is a composite of what my
supervisors think I am doing for the company, the kind of an image I present, the
kind of a person I am, who I am politically, who I am in hundreds of different
ways, whether the big boy upstairs remembers me just on the day when it is
important, or whether he remembers
what I have done for him latdy.
I think our main concern is the dignity
of the professional man. I would like to
be rewarded directly for what I think is
my contribution to the company, without
all these other considerations.
Dr. Sturgu: In answer to Dr. Bailey's
question about releases, I think many
chemists are unduly optimistic about how
easy it u to make money from an invention or patent We grant lots of releases.
I don't know of a case where the person
has made a nickel otT his invention after
we released it.
Furthermore, we hear from many
chemists that if you have a lot of patents
that you are not using, you are sitting on
them. True; many companies have many
patents they are not using. But it isn't
because they don't try.
A few years ago, a large chemical company tried to license all its unused patents.
It bad practically no success. We have
published lists of our unused patents,
trying to interest people to license them.
We contacted people personally. But if
the patent is not of much use to you, it is
not of much use to anybody else, dtber.
If a chemist thinks that just because the
company is not exploiting his patent he
can make a million dollars with it, he will
probably be sadly disappointed.
Dr. Lciserion, Government employee:
My organization funds inventors, and
others, to develop technologies. The resulting patents are issued to the Government and they are available for exploitation generally. But my experience has
been that these Government patents,
which we bdieve are valuable, are not
exploited because they are available to
the public at large. They are almost the
same as publishing in the open literature.
We then get to the question: How do
you exploit the valuable patents (using
my judgment as to what is valuable) that
are lying around for everybody to use? I
think this is a problem that Mr. Sturgis
has raised. And Dr. Bailey .has raised the
question. Would these patents be valuable
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if we had the necessary emrepreneurism?
That question has not been answered.
Dr. Bachmann: 1 feet that when you are
talking about patents lying around, you
are frequently talking about a patent that
is merely a part of the big picture. How
can you evaluate just one patent as to
timing, dollar value, or even significance?
Many of us know people who daim
discoveries which have made millions of
dollars for their companies but for which
they have never been given credit I think
people often tend to overestimate the
dollar value of many of the things they
have announced.
Dr. Callis: I certainly believe in rewards
for inventions, and I hope I have given
that impression. 1 also bebeve that rewards for inventors should be variable. If
the person expects $100, $500, or even
$1,000 from one invention, and be is always striving for that, he b going to get
bored with that incentive.
He wants to have other things available
to him, such as promotions or recognition
from peers and bonuses. You cannot stick
to one formula and keep many of these
people motivated. They need a variety of
stimuli to be at their creative best.
(The following letter to Dr. Maynard
was included in the record of the proceedings.)
Mr. John M. Koch: Morro Bay. California: Please accept my thoughts with
respect to the employed inventor and his
ownership of his invention made while he
isemployed-at-wilt and not under a contract of employment.
A patent is defined as being "a government protection to an inventor, securing
to him for a specific time the exclusive
right of manufacturing, exploiting, using
and selling an invention." This definition
is in accord with the Constitutional provision that gives Congress the power to
promote technology by giving inventors
an incentive to make inventions and disclose them rather than practice them in
secret. Under the common law, an inventor employed at will, owned his invention
made while so employed and the employer, at best, obtained a shop-right or free
use of the invention in his buiness.
Employers-at-will wanted more than a
shop-right They wanted ownership. They
had the employee-at-will agree to assign
ownership of his future inventions to the
employer at the time of his employment
Under this practice, which became uni-

versal, the emptoyenduring the past two
generations, without contracts of employment, took the place of the "inventor" in the above-given definition of a
"patent" Thus, for all practical purposes,
the employed-at-will inventor does not
operate under the VS. patent system and
receives nothing or very tittle for his inventions. He b in a position inferior to
that of the employed inventor in Japan,
Germany, Russia and other ascending
industrial nations.
To the extent that the employed-ei-will
inventor has lost ownership of his inventions, the Constitutional patent provision
has been defeated. Congress has not exercised its power to restore this lost
ownership, and the U.S. Supreme Court
has not ruled upon the validity of the
ownership loss. To make matters worse,
the Government also took title to inventions made by its employees. This reaction of the Government reduced the
above-given definition of a patent to
nonsense and completed the usurpation
of the at-will employees* patent bill of
rights.
The universal practice of employersat-will taking ownership of the inventions
of their employees ted to increasing misuse of patents in monopolies, restraints,
of trade, and unfair competition. Congress reacted to these practices by passing
the Antitrust and Clayton Acts. It did not
go to the root of these evils; namely, the
employment future inventions assignment
agreement.
In recent years, the Government largely through contracts with private corporations, spent more on research and development than private industry. Patent
provisions in Government contracts resulted in Government ownership of many
patents. The difficulties of determining
invention ownership and use under Government contracts led to the issuance of
White House memoranda to attempt to
establish guidelines and uniformity in
the invention and patent activities of
Government agencies and Government
contractors.
Inventors employed at will by Government contractors and by Government are
not motivated to invent by a patent system incentive for the reasons given above.
In fact many of the most talented scientists and engineers are annoyed by the
delays and confusion in which their discoveries and inventions become involved.

and they prefer to publish their contributions to science and technology rather
than become entangled in patent procedures and delays. They prefer prompt
recognition Tor their contributions and
brush aside delayed compensation.
Accordingly, the tug-of-war between
the Government and Government contractors for patent ownership and the
loss of ownership and interest in patents
by employed inventors has practically
destroyed the purpose of the patent system, dearly, the first and most important
need for revitalizing the patent system b
to restore the original meaning to the
above-given definition of a patent This
can be done only by Congress under the
Constitutional provision ettsbtithing the
patent biQ ofrightsfor inventors.
If this a done, misuse of patents in
monopolies, restraints of trade, and unfair competition will be minimized. Consequently, the need for Government
ownership wul practically vanish. Incentives for employees to make more and
better inventions wiQ be maximized. Scientific contributions promptly will be
published, and technology rapidly will
be advanced through prompt elections to
patent or to publish. Government and
private employers win receive valuable
shop-rights in more and better inventions
at less expense and to the benefit of the
public. Less trash wiQ be filed in the Patent Office, patent applications will not
pile up in huge backlogs, and the morale
of the examining corps will benefit Fewer
patents wilt be litigated, and the courts
will be more sympathetic toward upholding the validity of patents.

Dr. John T. Maynaid: Chairman ofCamdh
tee on Patent Masters aid Related Lefbdation.
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Dr. WHUrd Mmrey fa Kfc* President—Potent Program of Research Corp. He netted
Us degrees from MIT and worked as a process
development engineerfor Amstar Corp. for over
25 years. He has been director of Research
Corp-'s Patent Program since 1965.
Research Corp. is a non-profit tax-exempt
foundation that provides grants-in-aid for
fundamental scientific research in the natural
and physical sciences primarily at educational
institutions. The foundation also prorides patent
assistance to educational and scientific institutions, but disclaims all rights to patents that may
result from its grants.
Dr. Marcy Is Chairman of the Joint Subcommittee on Compensation for Enployed Inlentors {see the introduction}.

Dr. Edmond D'Oavflle was Director of
Technical Liaison, Patents and Licensing
Department, for Standard Oil {Indiana!. He
recetvtd his Ph.D. In chemistry from the University of Pennsylvania and entered the petrolewn industry as a research engineer at Standard's Whiting Research Laboratory.
Dr. D'Ouville also spent three years at Mellon
Institute, returning to Standard in 1945. He has
been continuously associated with research
administration since then, m this role, he has
been limited in formulating and Implementing
company invention and patent policies, including
cunipauation and recognition of Inventors.
He has served on Standards patent application
committee, and represents the company in patent
matters involving outside inventors. He retired
from Standard in June 1974 and Is presently a
consultant to a number of firms.
Dr. D'Ouville also holds 39 V. S. and many
foreign patents dealing with petroleum refining
processes and products.
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PART II
TRANSCRIPT OF HEARING ON PROTECTION FOR EMPLOYED INVENTORS
San Francisco, California, May 10, 1975
PROCEEDINGS
The Hearing on Protection for Employed Inventors was sponsored by the
Committee on Patent Matters and Related Legislation of the American Chemical Society, following the 29th Congress
of the International Association of the
Protection of Industrial Property (AIPPI),
to determine the attitudes and experiences
of specialists from foreign countries who
have worked under governmental systems
in which extra compensation for employed inventors is mandatory. This
Hearing was convened in the Stanford
Court Hotel, California and Powell
Streets, San Francisco, California, on
Saturday, the 10th day of May 1975, at
9:00 a.m., John P. Sutton, Chairman, Ad
hoc Subcommittee for Informal Conference on Compensation for Employed Inventors.

INTRODUCTORY REMARKS
John P. Sutton, Esq.
San Francisco, California, U.S.A.

Chairman
Good morning. I would like to welcome you all here on behalf of the Patent
Committee of the American Chemical
Society. My name is Jack Sutton. I am a
practicing lawyer here in San Francisco,
the only member of the Patent Committee
of the American Chemical Society who
resides in this city. For that reason it fell
upon me to be the Ad Hoc Chairman of
this group, and it is my presence here in
this city that is my principal reason for
being before you aside from an abiding
interest in this subject. I believe it is important for our country and for our operation of the patent system. We are here on
a fact-finding effort and we would like
you to gain from the experiences that
others have had in countries where legislation similar to that proposed in this
county has existed.
The sponsoring organization here is the
American Chemical Society. The Society
is composed of individual chemists and
chemical engineers. Rather than my telling you what the American Chemical
Society is and does, I would like to call
upon Dr. Stephen Quigley. who is the
Staff Director for this Committee and a
very active participant in the Society
itself. He is a full time member and an
employee of the American Chemical Society, but he is also a distinguished chemist as well.

Remarks of
Dr. Stephen T. Quigley
Director
Dtpt. of Chemistry and Public Affairs
American Chemical Society
Thank you, John. And good morning,
everyone.
On behalf of the American Chemical
Society, I want to express our appreciation for your taking the time out from
your conference to come and share your
views with the Society on this subject,
which is of increasing interest to the
membership of the American Chemical
Society and also to a large number of
other groups in this country.
As John said, the American Chemical
Society is a nonprofit individual membership organization made up of about
110.000 chemists and chemical engineer
members throughout the world. About
60 percent of our membership work in
industry, about 30 percent in academia,
and about 10 percent in Government and
nonprofit institutions.
We would like to emphasize to any
group that the American Chemical Society has no corporate memberships. We
do not represent the chemical industry.
We are a federally chartered scientific and
educational society, and we like to think
that our principal efforts are directed
toward the advancement of the discipline
of chemistry, thereby fostering the public interest in the general public welfare.
We try to be as objective as possible in
these fields of endeavor, and that applies
to this particular subject.
Since there is an increasing interest in
this type of legislation in the U.S. Congress at the present time, our membership, because of participation in agreements with employers in regard to the
rights of inventors, is interested in learning all it can about the ramifictionsthat
might be involved in any change in the
present system. We have been conducting,
under the auspices of the Society's Committee on Patent Matters and Related
Legislation, a continuing study, as indicated in the memo that John passed
out to all of you on what the present
practices are in U.S. corporations and
what some of the practices are in foreign
countries. We seized upon this opportunity of your being here in San Francisco
to try to interact with you and to gain
more information about how this subject
is being treated in your respective countries. We certainly appreciate your taking
the lime to be with us this morning.

Chairman Sutton: Perhaps I should
more specifically define the subject at
hand. In the United States Congress there
is now pending what a called the "Moss
Bill." It is H.R.5605, which a currently
assigned to the Committee on the Judiciary of the House of Representatives. It is
possible that bearings wilt be held on it,
although, to my knowledge, none are
currently scheduled. However, in advance
of any legislative interest in this subject,
the American Chemical Society would
like to know what, if any, its position
should be, and the task has been assigned
to its Committee on Patent Matters.
That is why we are here, to determine if
there should be any position taken by the
American Chemical Society with respect
to the Moss Bill.
The Moss Bill a designed to provide
extra compensation for employed inventors. It is patterned very dosely after the
statute that exists in Germany, with some
modifications for United States special
problems, but nevertheless is largely similar to the German law. We are, for that
reason, very much interested in the experiences of any of you who have practiced in Germany and have had any
exposure to the operation of the German
law for compensating employed inventors/ We would like to know whether it
works or whether it does not work,
whether it is equitable, whether it is good
for the industry as a whole and whether it
is good for inventors as a whole, and any
specific anecdotes you would care to
share. We are here to gather facts and to
gather knowledge.
We took this occasion today, after the
dose of the AJ.P.P.I. Congress, simply
as an opportunity to hear from visitors
from all over the world, a unique opportunity that we would never have had if
this Congress had not been held here.
The present state of the United States
law is that there is no mandatory compensation for employed inventors. Some
companies, often very large companies,
do provide a system where they do grant,
in some instances, very sizable awards to
inventors. It is not mandatory by statute.
It is largesse, if I can use the term, it is a
gift of the employers. One specific example is IBM, the computer company,
which is very generous really in the treatment of its employees. Other companies,
however, in the United States do not provide any king of compensation.
There has been a report of this general
problem published by the National Bureau of Standards that is available on
what some of the corporate practices are
in this country. It is very helpful, and if
17
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any of you are interested in the particular
book, I would be pleased to provide information about it.
On behalf of the American Chemical
Society, a survey of employed inventors
within the Slate of California was taken.
The survey showed first of all that the
great majority of employed inventors
assigned their inventions—something
like 98 percent of the employed inventors
tad to assign their inventions—to the
corporation that employed them, as a
condition of employment. Secondly, the
majority, a bare majority, but nevertheless most of the inventors, received either
$1 or nothing at all by way of compensation, extra compensation that is. They
received a salary and they were in many
Instances given benefits of one kind or
another, but not extra compensation. I
have a copy of the report on that survey
as well, if any of you are interested in
it.
The common law, however, at least as I
understand it, is that the employee has the
right to his invention in this country unless a contract supersedes, with one exception, and that is the "Shop Right
Doctrine." That provides that the employer has the right to use the invention
in the event he contributed facilities or
dunds to the development of the invention. That, however, is a doctrine of
common law and, again, is not a statutory
one.
We have before us, however, a statute,
as I indicated earlier, which has been
proposed to determine whether a mandatory system of compensation, much like
the German law, should be enacted. So
we solicit your views on any experiences
that you nave had.
I am going to start with a distinguished
colleague at the head table, who has had
considerable experience on this subject
and has written a book entitled "The
Employed Inventor in the United States,"
MIT Press, 1971, surely the definitive
work tn this area as far as our country
is concerned. After he speaks, 1. would
like to have any of you come forward to
state, first, your name, and any extra
qualifications you have to speak on the
subject. I recognize many of you here
as having special expertise and qualifications that should be set forth. It will be
assumed without stating that every one of
you is interested in the subject or you
would not be here. However, in the event
you have written any papers, that you
have done something as a representative
of your government, or anything of thai
sort, it should be stated by way of qualification at the outset when you speak.
Now, I would like you, after you state
your qualifications, to give us your experiences and what you have found out to
be the case in your particular country.
There will only be two limitations on
speaking. The two qualifications are relevancy—you have to speak to the subject
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of this legislation, and not some other
subject—and time constraints. We have
no formal rules about time, but we would
ask that you be brief in consideration of
those others who will follow you.
Now, at this time ! would like to introduce Dr. Neumeyer from Sweden, who
has been very active in this field for a
good many years and has a tremendous
depth of knowledge on this subject.
Remarks of
Dr. Fredrik Neumeyer
Sweden
John Sutton, Mr. Quigley, ladies and
gentlemen. Well, this is realty kind of an
ad hoc meeting, so there are no prepared
papers of any kind on my side. I don't
know the state of interest and extent of
knowledge you have in this very specific
field, but I just thought I would give you
some very general points on how this field
looks from a more international perspective.
You hear many times that legal provisions on employee inventions are very
new, or a very new invention made during
the last decade, or starting in the Soviet
Union, or something like that. But that is
really not true. This field is very old. The
oldest national regulation of it really
came about before the turn of the century,
in Austria, which at that time was called
the "Austro-Hungarian Monarchy." In
their patent law they have remarkable
detailed provisions on employed inventors in the old Patent Act of 1897.
Even other countries started very early
to look at this problem in a more or less
detailed way. There may be gentlemen
here from Holland. The Dutch law had
already introduced provisions on employee inventions in 1910, Switzerland
in some form in 1911. Japan became
aware of the problem in 1935 and introduced provisions on employee inventions
in their Patent Act
It is probably more known that after
that time Italy and Germany became very
interested. Mussolini was very interested
in the stimulation of inventors for certain
reasons, and so was Hitler, because the
armed forces wanted to have new inventions. There was a need for some kind
of legal provisions which came about in
1934 in Italy and the 1940's in Germany
(the regulations of 1942, 1943, and 1944).
These legal provisions are very important.
They are today a piece of legal history.
But they are important if you want to get
a survey of the total situation.
After World War II, in 1949, I suppose
' our little country, Sweden, was the first
one which started in this field and did it
in the way of a special law only dedicated
to these specific questions.

In 1955, the next Scandinavian country,
Denmark, issued a law—then Finland in
1967, and Norway in 1970. The result is

that special legislation in this very field
now exists in all Scandinavian countries
and in the Federal Republic of Germany.
There is also international development. We have all heard Mr, Bogsch
and Mr. Pfanner from WIPO in Geneva.
When their organization was called
"BIRPI," they produced a most remarkable document which is called the "Model
Law" for developing countries on inventions. This Model Law contains Section
10, which is, in my opinion, very well
drafted and gives a good idea how you
can regulate the problems of employee
inventions in a concentrated way. The
Model Law is under revision.
We have another international organization, the International Labor office
which has existed for a very long time and
is concerned with the questions of the
"blue collar worker." But they are, in
principle, also concerned with the intellectual worker. So they have had a
number of meetings and have made some
resolutions which are concerned with this.
Last year I made a report for them on a
consultant basis with a survey of the le pi
provisions on employee inventions in he
whole world, which covers about 70 countries. To my own surprise, I did not only
find legislation in Europe, but also in a
great number of developing countries, in
Africa and Asia, and so on.
Now, just a very few words as to what
the contents of any advanced legislation
on employee inventions should contain. I
think this could be concentrated into five
points. We have to have a clear situation
on what we in Europe, in Scandinavia
and Germany, call the "categories" of
employee inventions. You are bound to
give a closer look to different types of
inventors. And while I can't give you any
details—that would go much too far—a
number of countries have three types,
three categories, of employee-inventors,
and others have two. In this country you
have no categories at all.
The Swedish main categories would be:
First, people who are making inventions in employment on the basis of their
contractual service, so-called "pure
service" inventions, where research or
inventive activity is the primary task of
the employee;
Second, employees who make inventions within the field of activity of the
employer, without having any specific
order to make inventions having come
about in some other connection with the
employment;
And, third, employed inventors making
inventions outside the field of the activities of the employer or where the invention has come about without connection with employment.
Now, this has different consequences.
The main point has not been mentioned
in this meeting. Of course compensation
is quite basic. But compensation is not
the only problem which should be solved.
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Tbe first thing would be the right of ownership or what we call the "allocaiion of
rights." to this country you are not used
to that, because usually by invention assignment the employer receives the total
title in all inventions made during employment. There are, of course, possibilities
that the employer a satisfied to get a
license, either an exclusive license or a
nonexclusive one. And the third point, of
course, b when the employer will release
the rights to the inventors, the so-called
"waiver," which b practiced in certain
US. government agencies such as NASA.
Now, we Anally come to extra compensation. We have taws on that and we have
guidelines. Tbe word "guidelines'* itself
indicates that they are not binding. And
guidelines on compensation, as you
know, exist especially in Western Germany and in the Soviet Union. As the
name also indicates, "guidelines" are
meant to assist, let's say, judges or employers to come to a result which is reasonable in different ways. They have not
a legal character, but they are important
and should be studied by all people who
are interested or who are involved with
compensations.
We really have in the compensation
Held two different types. We have what
we call "intangible awards" and "tangible awards." The tangible awards are,
of course, cash or other benefits, which
surely can be variational things, such as
a meritorious inventor being allowed to
lake part in research conferences or being
allowed to dedicate part of his time to
research ideas in which he is personally
interested. In tbe Soviet Union you have
a chance to get a better flat if you are a
good inventor. It is in the law. Also in the
field of inungible awards we have, of
course, number one, that the name of the
inventor is cited in the patent documents,
which is a point that is quite important,
especially to scientists of a higher order,
who often think this is more important
than money.
In some countries employers have "invented" another type of intangible award.
They give meritorious inventors a new
title. This is especially practiced.in two
countries, the Soviet Union and the
United States. The Soviet Union has provisions in the law stating that you can
become a "meritorious inventor of the
Union," or, as a meritorious person, if
you make technical suggestions, you may
also get a special type of title.
In the United States there are only
voluntary provisions, of course. There
is nothing in the law. But a number of
corporations have started lo give the inventors special names. They call them
"Fellows," just like a kind of an academy,
or use other lilies. And when interviewing
people of that kind you find that they
are very satisfied, it is something very
positive, they like to get it and it's kind
of an honor which b really appreciated.

While there are very many othcr'outtooks as to compensation, compensation
is not limited to cash, as 1 said. The next
point would be arbitration. We distinguish between permanent boards and ad
hoc boards, in our country. In Sweden,
we have a Permanent Board of Arbitration. Germany has one which is, I would
say, half-permanent. The Germans have a
permanent Chairman, but he calls on tbe
Examiners of the Patent Office for tbe
invention in the relevant field.
Arbitration boards for invention disputes are important because, by definition,
they should work fast, cheap, and try to
avoid court litigation. In Sweden, the
arbitration board only gives opinions.
They, are not legally binding, but the
statements made in these opinions carry
heavy weight and we consider them to
have almost the same effect as going to
a court.
The fifth and last point would be provisions of past employment—what you
call in this country "trailer clauses."
This may be of great practical importance. If somebody quits his employment,
you have to have a borderline between
inventions made during employment and
after employment. In many European
countries we have a time limit which is,
let's say, 6 months. Inventions made up to
the time period of 6 months after quitting
your employment belong to your former
employer, and everything made afterwards is private property of the inventor.
Now, this is a very rough sketch of
some of the principal points which come
up more or less in all national laws and in
the Model Law. 1 am sure that even if we
ever get an international convention, we
will always have to distinguish between
thesefivemain points of view.
Thank you for your attention.

Remarks of
WilfriedStockmair
West Germany
My name is Stockmair, from Munich,
Germany.
I would like to make only a few short
remarks in addition to the very excellent
review Dr. Neumeyer just gave. I wiQ
make a few points which are not logically
correlated or developing from each other,
but will have to be considered separately.
As a preliminary remark I would like
to stress that there are two aspects in all
these inventors' compensation laws,
mainly the aspect of promotion of inventions made in companies and the social
aspect of compensation to the employed
inventor for his inventions.
Now, as Dr. Neumeyer has already
said, in the Thirties and Forties in the
then fascist countries, Italy and Germany, the aspect of promoting inventions
was the basic one. There was also a cer-

tain social tendency, but mainly it was
the promotion of inventions.
Since the War in Germany, the law on
employed inventions and inventors has
been developed from this basis of tbe law,
originating during the time of Hitler,
and has not been changed very much in
fact. But now, as you can sec from tbe
case law which has been developed in the
meantime, the social aspect is the main
aspect. This has important consequences
with regard to the situation, the position
of the inventors in the company. If it
comes to a dispute between an inventor
and the employer, the burden to put forward evidence, and the requirements for
conforming with formalities, is usually
much higher for tbe employer than for the
employee.
I would also like to make a philosophical remark. As I said, tbe social aspect
is the main aspect now in Germany. But
there is still no completely just treatment
of all employed inventors.
Let me give you an example. There may
be two equally qualified chemists in the
same company working in different fields,
making inventions on the same intellectual level, but inventions which are employed or utilized later on, applied or
utilized in different fields and result in
different turnovers, profits. Now, there
comes up a very important question: how
to compensate inventors for these inventions. And this is where 1 come to one
of the main points 1 want to make. Remuneration in Western Germany is based
on the value of the invention. And by
"value" 1 mean the economic value, not
the intellectual one. So in my example tbe
invention which leads to a higher profit
will lead to a higher compensation. This
may be an aspect which, consequently,
leads to inventors being unwilling to work
in fields where no profits are to be expected. So if there is a draft of a taw, of
a statutory taw, in the United States now,
this question of compensation should be
considered ctosely, especially with regard
to whether compensation should be paid
on the basis of the so-called "value" of
an invention or whether it should be paid
on the basis of some other criterion.
As for Western Germany, it is as of the
moment, as 1 also mentioned, such that
inventions made by employed inventors
are per se attributed—by law attributed—
to the employer, once the employer has
claimed the invention. This involves certain formalities and certain terms within
which these claims must be made. This
again has the consequence of decisions
being made in the employing company,
decisions whether the invention b important for the employer and whether
h should be claimed completely or given
to the inventor's disposal.
This usually b done in the patent deparwiem of companies, but of course these
decisions may be of great economic importance so that sometimes the respon19

1944
sibility for certain decisions is not easy
to take. This may sometimes lead to the
people within the patent departments,
who arc afraid of taking the responsibilities for not claiming inventions, deciding on this problem by prefering to claim
these inventions—to file applications on
these inventions—just in order to be safe.
That is a very simple human problem and
may lead, in the beginning at least, in the
United States, to a certain increase of
applications. After a while it will level
out again.
As for the experiences in Germany,
since we have had this law for decades
now, there is no overall experienceoverall statistical experience—to be stated
now, but there are still certain companies
where the employees get a variable possibility of the inventors' law gradually
and then there is a certain transitory period in which the number of inventions
increases, and then it is more or less on
a stagnation point.
Therefore, one of the important questions is: Who is making the decisions on
whether an invention is to be attributed
or claimed by the employer?
I would like to make a side remark in
this respect. Since many corporations in
the United States have foreign subsidiaries^—are multinational companies—
there are already arising problems with
regard to countries where the employed
inventors are subject to the national laws
and are entitled to obtain compensation,
and to other countries where they are not.
This may not cause tension among the
employees insofar as the salaries are
handled differently in different countries,
and appropriately handled. However,
there are situations where inventors of
different national subsidiaries or national
companies are cooperating and making a
joint invention. Here arises a situation
where some of the inventors arc entitled
to obtain remunerations and others are
not. Therefore, some of the multinational
companies have set up an intercorporate
system for remuneration.
In any case, for these multinational
companies it is necessary to make the
same decisions, whether they want to
claim inventions, for instance, made in
Germany or in other countries where employed inventors are entitled to compensation, or whether they do not want to
claim these inventions. These decisions
must be made either in the respective
national countries or in the headquarters.
Now, since there are certain terms to
be met, certain time limits, each step of
communication promulgates this time.
This leads to an organizational problem.
And I can give you no comments or no
recommendations on how to solve this.
I can only describe certain extremes.
One extreme is that the multinationals
give the right lo handle patent problems
completely to the national subsidiaries,
which means that the decision, on wheth20

er patents are filed and what patents are
filed, is completely up to the national
management, and there is only an information communication which goes up
to the headquarters. This leaves more
time for a decision.
The other extreme is that all of the
decisions on inventions must be reported
to the central headquarters, with all the
complications involved. So I would leave
this to your consideration in your specific
cases.
The last aspect I would like to mention
is that in Germany there are two different
types of improvements. One is the invention, the other one is the improvement as
such. Also, it may be a suggestion, which
could be technical or could be nontechnical. Some companies, also nonGerman companies, have set up suggested
schemes which cover technical inventions
as well as nontechnical improvements.
And there is sometimes a situation that
someone who has already received a remuneration for an improvement—for a
suggestion of improvement—will later on
come up and claim compensation for an
invention. Therefore, if such suggestion
schemes exist, they should be closely
studied as to whether they cover the compensation, whether they cover the remuneration of the inventions, and whether they are in conformity with the formality requirements of the specific national
laws.
As to the calculation of compensations
or remunerations, as I said in the beginning, it is usually based on the value of
inventions in Germany. Now, there are
certain criteria. It could be the annual
turnover. It could be the annual savings.
It could be just an estimate. It is very
often not easy to decide on what basis
these remunerations are to be calculated.
In any case, there is only one important
aspect. It is not possible in Germany to
exclude by contract, or to set by agreement, certain final compensation or remuneration. If it turns up during the utilization of an invention that the profits or
the value is so high that it is in misproportion to the compensation paid to an
inventor, this inventor may always come
up and ask for more if he did not receive
an appropriate amount, even if there was
a so-called "final agreement."
1 will leave you with that. Thank you.
Chairman Sutton: Before you sit down
. . . I find that hearing both of these
speakers raises a number of questions
in my own mind, and I suspect in yours
as well. I think we will, after wc hear representatives of national groups, perhaps
ask questions that we have, each of us.
and then perhaps we can have answers to
those questions raised.
One question, however, I would like to
pose to you now, and that I will now ask
following speakers to address themselves

to as well, is that we would like to have
some kind of a conclusionary statement
from you as to a broadscale judgmental
view on whether something of this sort
should be adopted in our country, or
whether it should not. What is your overall view, satisfactory, unsatisfactory, or
whatever comments of that sort you, and
others in the audience, would like to
make.
Mr. Stockmair: My personal opinion is
that it should be set up here because, as
it looks everywhere in the world, where
there is no compensation system, there
appears to be increasing tensions in the
companies. The employed engineers or
the chemists do not appear to be satisfied
with the remuneration of their intellectual
work. And this scheme of additional remuneration could have advantages for the
companies, namely to urge individual
efforts towards new inventions and towards promotion of new developments.
Chairman Sutton: Thank you very much
for a thoughtful and detailed analysis. It
is very helpful.

Remarks of
GeorgGansser
Ciba-Geigy, Ltd., Switzerland
My name is Georg Gansser. I deal with
the International Organization for the
Ownership of Intellectual Property, CibaGeigy Corporation, Limited, of Switzerland. 1 am not at all a specialist in this important field you are just discussing now,
but 1 would like to make a few comments
on the legislative situation in Switzerland
and on the opinions which research-based
industry has on the subject in my country.
The employee inventors are dealt with
on the one hand in patent law, namely the
tangible right to which Dr. Neumcyer referred. That means that in the patent
specification issued, the name of the inventor must of course be mentioned. That
is one thing.
The rest is in the label law. It is there
that our present law foresees, in fact, the
three categories which Dr. Neumeyer
mentioned before. If an invention results
from an employment contract, in other
words, the part of the activity under the
employment contract is inventive work,
then, this invention under the law belongs
to the employer. Actually he is the owner.
Of course, the employer, in accordance
with his employment contract, has to
make the assignments necessary and all
other formalities. There is no extra compensation provided for because the viewis taken that salary and bonus cover the
inventive activity of the employee. On the
other side of the spectrum are free inventions which have nothing to do with
the field of activity and the employment
contract. They belong to the employee.
The most difficult category is in between,
namely inventions which do not result
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exactly from the employment contract,
but which have been made by the employee and with the facilities of the company in which he has employment. There
the contract can provide that the employee
claim the invention and, if it is valuable,
then you have to pay a certain compensation to him. That is the position we now
have.
As to the Moss Bill type of legislation,
industry in Switzerland is very hesitant
to follow that line. When I speak with my
colleagues in Germany, of course, 1 speak
more with patent department beads. I
admit that, frankly, I would be extremely
reluctant to follow the German system for
my country, because not only docs it involve a lot of administrative work, but
also I think it often may lead to adversely
affecting team work. I am not convinced
that extra compensation for a certain
category of people who happen to do
research work will support and favor
research and inventive activities in a
company.
If you happen to be a very good chemist, and you work in the analytical department or in production, you simply have
not the same chance of making patentable
inventions and you have not the same'
chance to get, therefore, such extra compensation as the German system provides.
I also am a bit hesitant when I see that
so many patent applications are only filed
to show that they will be rejected and arc
then not exploited, with no compensation
paid.
1 must say I think it may look conservative, but we are happy with our traditional system as it stands. Thank you.
Remarks of
Robert J. KUDU

Professional Engineering & Research
Consultants
Sacramento, California, U.S.A.
Thank you. My name b Robert J.
Kuniz. I am the president of a firm in
Sacramento called Professional Engineering & Research Consultants, and
my firm provides the management services to the California Society of Professional Engineers, of which I am the
Executive Director.
CSME is the organization behind the
research and the drafting of the Moss
Bill. The Moss Bill is a very, very close
parallel to the West German law. Rather
than, as we say, "reinvent the wheel," we
decided to take the experience of that
drafting, look at the elements that were
involved in that law, and then, having
rather intimate knowledge of the situation
that exists not only in corporate industry
but in governmental industry, if I can use
that term, and also in the educational
institutional industry, interpret the actual
situation into the situation that exists or
was described in the law itself.

The result of that research effort is the
Moss Bill. Thefirsttime that it was introduced, as H.R.I5512, it included the
section on improvements or technical improvements. There was an awful lot of
discussion around that element as it applies to the country. And we felt that that
single thing could probably be the demise
of the BUI, so on the second time around,
tn H.RJ483, that was dropped out. The
third time it was introduced, as H.R.
2370, it was similar—I think identical—
to the BUI that has been reintroduced by
Congressman Moss this year, H.RJ605.
There are some elements in it that people
would like to see polished, but I think the
people that are for it are basically for it
the way it is.
The arguments that have come fortli—
and some of them that we have heard here
this morning—are administrative in
nature: That it would create a very, very
severe administrative problem. Trie people who are for it fed that the Bill itself
would create a bilateral situation which
recognizes that there are two interests
involved in the patent process. One is the
invention itself, in other words, creating
something where nothing existed. The
second is the innovation process, which
must take that invention and bring it into
something tangible that can be useful to
the public. The patent law or therightto
patent is the only specific right covered
and delineated in the U.S. Constitution.
And if one were to analyze why, the only
logical thing that can come from that b
that it is to provide an incentive for public
disclosure which ultimately would benefit
the public.
If you accept that premise, then, the
question becomes any action that is taken,
whether it is in the reward of inventors,
whether it b in the judicial system in
handling patents per se, whether it is in
analyzing the effective trade secrets and
trade secret contracts and State statutes.
Everything can be analyzed into how that
particular action affects the constitutional
purpose—which b to stimulate public
disclosure of new inventions so that the
public can benefit. Many times the issue
ofrightiof employed inventors has gotten
off into philosophical, moralistic terms
and, I think, to the detriment of the pragmatic terms that should be recognized.
If a corporation, as many in this country do, will take disclosures—and nine
out of ten disclosures never see the "light
of day"—b that action by corporate industry to the benefit or to the detriment
of the public in light of the constitutional
intent? If disclosures are made and they
turn into patents just to protect the company's ultimate interest, as we heard
earlier thb morning, so as to eliminate the
risk that might take place, and that patent
b never developed or innovated into the
marketplace, how does that afreet the
public? Those issues have really never
been, 1 thick, adequately articulated.

There was a review of the general subject of righu of employed inventors
covered by the American Patent Law
Association in iu Journal in May 1973.
I think it covered both the pro and con
from the corporate industry standpoint
and also from the employed inventor's
standpoint. Any of you who would like
to get that document can probably get it
from the American Patent Law Association. It b a very good discussion and it
tries to cover the various poinu of interest
onh.
The various organizations that represent engineers and scientisU in the country have more or less stayed away from
the subject because it b highly controversial when it talks about employers* rights
and employees'rights.Technical societies
and professional societies in the country
like to fee) that the professional employee
b part of the management team, and any
formal recognition that there might be
differences of opinion on the part of
certain vested interest areas b kind of untoward that professional attitude. Consequently, organizations have not taken a
strong stand for legislation like the Moss
Bill. Possibly the American Chemical
Society will.
The National Society of Professional
Engineers, of which my organization, the
California State Society, b a State affiliate, has gone so far as to endorse all of the
elemenu of the Moss Bill without endorsing the Bill per se. The reason was
that the 175-member Board of Directors
did not feel competent to analyze a rather
comprehensive piece of legislation like
that. The California Society of Professional Engineers has unanimously endorsed it every time it has been reintroduced in Congress.
In order for various groups to get their
point across, they have to be strong
enough that they are recognized u a
group. The unfortunate thing b that the
inventors in the country represent a
rather small number in comparison to
other pressure groups. Here are some
numbers to think about: "Blue collar
labor" represenu about 20 million workers. Now, within the whole country there
are approximately \2 million professional people. These statistics indicate
that a professional engineer or scientist b
20 times more likely to be an inventor
than all other occupational groups put together. Now, if we take that premise and
if we take the 1.2 million, we find that
somewhere there are about 100,000 to
200,000 who are actively involved in the
invention process. The significant point
of that is that 85 percent of that group
are employees who have preassigned alt
of their rights as a condition of employment.
The next point U that it b extremely
difficult to puU that group together because they are represented by something
like 200 different professional and tech-
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nicaJ organizations that in themselves are
autonomous and have no means of communicating or coming up with a cohesive
consensus on a bill like the Moss bill
The problem is extremely complex in this
country. Until there is some sort of national mandate, some son of recognition,
that this field of activity will have a profound impact on the whole commerce in
the country and the role that the country
plays in the international scene, it is
doubtful, and I hate to be negative, having been involved in the activity for about
10 years, but I think that there is going to
have to be more of a groundswell than
there has been in the past if Congress is
going to cover the legislation. Thank you.

Remarks of
Irving Silverman, Esq.
Messrs. Silverman &. Cass
Chicago, Illinois, U.S.A.
My name is Irving Silverman. I am
a senior partner of the firm of Silverman
& Cass in Chicago. I speak totally as an
individual, with only my own experience
of a substantial period of time with
clients.
I think you have to look at the political
and basic philosophy of the United Stales.
Dr. Stock mair said we have the social
aspect to think of. I might say we have
the socialistic aspect to think of. I am not
saying anything political, but I think you
must look at things the way they are. I am
not going into the altruistic philosophy
which was mentioned by the speaker
ahead of me, that we are concerned with
bringing inventions to the public and
disclosing things to the public. I think
that when you come down to the bottom
line, the motive really is stimulation to
the inventor. He is not concerned with
what the public is going to get. He a concerned with how much money is going to
be in his pocket. If you stimulate him
that way, you will get something out of
him.
In a society where the individual melds
into a fabric, where all are treated alike,
ingenuity and invention would seem to
bear no relation to compensation. There
is no advantage to a man to exert himself mentally or physically, because he
will get nothing more than he has been
scheduled to get under the rules of that
society. He u taken care of by his society
or his government from cradle to grave.
In a society where competition exists, a
person with ingenuity, resourcefulness,
ambition and aggressiveness, however
much we may dislike that, win rise above
the mediocre employees. He will produce
more, invent more. His services command
higher compensation. He will get greater
benefits. Thus, in countries where there
is no other incentive for stimulating in22

ventions, payment to inventors in addition to that which the employee could
otherwise hope to get seems justified.
In an ambient that exists perhaps only
temporarily in the United Slates, the
individual with ideas is in demand. He
will live better, make more money. There
is no apparent need for a system of payment over and above the benefits provided by our way of dealing with employees
and engineers who invent. Perhaps as unions and employees* associations here
move more and more to a concept where
benefits and remuneration among any
category of employee expertise rests at the
same level—demanded, if you will—we
may require something like this system to
stimulate invention. Right now, and I
again remind you that I speak only for
myself, although I see a host of problems
arising—but not insoluble-as-such problems—for the time being, and given the
way we are constituted in the United
States today, my first reaction is entirely
negative. Thank you.

Remarks of
M. Klaus Bernhardt
Munich, Germany
I am Klaus Bernhardt. I am in private
practice in Munich, Germany. I have only
limited experience in this area with small
clients and some inventors employed by
such small companies.
First, speaking of inventors only, quite
often they overestimate the cash they will
get for an invention. Usually it is not
worth as much as they expect. But what I
want to point out a a problem which results from the usual development work in
any type of company. When you develop
a new machine, or whatever it is, you
usually come up with, say, four or five
different solutions of the problems, each
ofwhichmaybein and of itself an invention. At some point you have to decide
which of these different solutions is put
into practice. What arc you doing with
the other four solutions?
In a big company it may be wise to file
patent applications on all of them. In a
small company this will create difficulties
with respect to budget. Say, there are five
individuals who have made these inventions and somebody has decided, "Well,
we take the invention of John. What
about Dick? Will he get some money? Is
an application to be filed on his work,
too?^ This is one problem which probably
was never discussed in any literature
about that subject. It is only in practice
with small companies where this problem
arises.
In conclusion, summarizing my opinion,
I would prefer the Swiss solution. Thank
you.

Remarks of
C.W. Morle
London, England
My name is Mode. I am a British patent agent. I am engaged more in electronics and mechanical engineering than
in chemistry. I think that makes me a
stranger in this company.
I am nonetheless welcome. I speak as a
member of the Banks Committee, which
was appointed in England in 1966 to consider changes in British patent law. The
subject of rewards to inventors—or
"compensation," as I am amused to hear
it called here, rather than "rewards"—
was one of the matters which was considered by that Committee, h took evidence from a very large number of bodies
and ultimately made a recommendation
that there should be no change in British
law in respect to this subject.
Much of the evidence which was presented to the Committee was not specifically mentioned in these proceedings,
and my reason for being here is that I
might amplify some of the evidence which
was actually given. Evidence was taken
from a large number of parties, including
the TUC, which, I am informed reliably,
is roughly equivalent to the AFL-CIO,
and the Institute of Patentees, which is a
body devoted to the interest principally
of smaller inventors, industrial organizations and others. I need merely say that
in each case the evidence offered was
calculated to promote the interest of
those giving evidence and in more or less
a predictable way.
In addition, however, a small delegation, of which I was also a member, went
to Germany to consider this point with
one of the larger German organizations.
And I think for a reason which will appear in a moment it would be better if
that company remained anonymous.
The evidence which was offered to us
by that organization was very interesting
and was expressed, I may say, only by
members of the management. At our
first meeting the view was expressed that
the German system was a tolerable one
and one with which they had learned to
live. After lunch, which I may say was assisted by some of the best German wines
I had drunk for many years, opinions
began to flow more freely, and it appeared that perhaps all was not quite as
acceptable and tolerable as it appeared
before lunch.
The two points which 1 think emerged
from the post-lunch discussion were,
firstly, the point which had already been
made, which was that if a good chemist
applies for a job in a German organization, it would be much harder to place
that man in a job which was in production
of a staple project rather than in research.
There was strong preference for the
"Green Shield Stamp philosophy," that
it would be better to have something addi-
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tionaJ rather than nothing, that it was
much harder to place good chemists in
tuple industry production.
The other point was also rather a curious one, which was this: You tend to find
that inventors worked doser and more
secretly amongst themselves in this system than they would in a rather more
liberal one. In other words, if there were
one man who wanted a particular aspect
of the work on which he was working,
perhaps a suitable adhesive for the materials on which he was working, he would
not bother to cross the floor to go to the
expert to obtain his advice because be
would then feel that the expert on adhesives would thereupon take away a portion of his reward.
The other point which may be of interest and has not been mentioned is that
the Banks Committee Report appears
likely to be made the basis of a change of
the taw in Great Britain. Recently there
has been published by the Government a
paper called "Patent Law Reform,"
which is supported by a consultative
document, and which states:
Banks carefully considered the argument that employees should have a
statutory right to benefit from any
inventions they make in the course of
their employment. They concluded that
although inventive activity in this country should be encouraged to the fullest
and employees* inventive efforts should
be recognized and rewarded by their
employers, the disadvantages of a statutory award scheme outweighed any
foreseeable advantages.
That is what my committee came to
as a conclusion. However, notwithstanding the Banks recommendation, the
Government is prepared to give further
consideration to the introduction of a
statutory award scheme for employing
inventors if there is substantial evidence
to show that this would be fair to employees generally, and would welcome
further public comment. The details of
the scheme would, of course, have to be
worked out carefully and provide the
necessary procedures or mechanism. I
think that is the relevant part of the
"while paper" and that. If I may, is the
factual matter which I put before you.
At this point I would like to go into
what is a more personal view, which is
that I have never been very concerned
with ideology in changes of patent law. I
cannot worry about whether we have in
England in the future, the French system,
the German system or the British system.
I have lived through too many changes of
law to worry about that What docs concern me is this, that any changes should
be towards the practical, or should have
practical considerations in mind. Please
let us have laws and practices which arc
simple.

Now, when you come to awards to
inventors, I am quite surprised there has
only been barely one hint of what is the
major problem to me, and that is: Who is
the inventor? In the Banks Report we
accepted that the inventor is becoming in
modem research a more and more amorphous image. I am sure you will know that
inventions cannot always be said to be the
invention of one identifiable person. I
am sure you are relaxing in the sunshine
of American practice where you are
obliged to have the application made by
the inventor, but I suggest that the warm
sunshine may turn slightly chilly and
overcast when it becomes clearer that
accurate statements of inventorship ire
coupled with financial return.
Now, what U the "inventor?" How can
you define him? 1 think the only possible
definition is, "The inventor is the man
who made the invention." That merely
transfers the problem from construing
"inventor" to construing "invention."
Is it the machine—the contraption—in
the old traditional sense, that the man
produces and puts on the floor? Because
if it is, it may very well contain a substantial part of work carried out by a
workman, embodying the idea engendered
by the original inventor. Is it the application of what is claimed in the application
as filed? If you do that, this is a reward
to the ignorant applicant, who knows
nothing of the art in which he is working.
And I remind you that any laws which
must be made must be applied not only
to the field of chemistry but in the much
wider field of mechanics and electronics.
If you have a very broad daim on file and
endeavor to use that as the basis of a reward, I am going to draft some very broad
claims at very early stages of my application, with full realization that at a later
date I may have to cut them down. If you
wait until the patent is granted, you may
wait, I remind you, anything up to 10
years, by which time an elderly inventor
may well have passed on. It would not be
a law which I personally would recommend for myself.
So I would ask this. If there are any
changes in the taw, you have regard to
these points so that we can decide easily
who is the inventor and what is his reward.
For my own part, I so value simplicity
and the simplification of procedure in
patent matters, which is becoming such
an esoteric subject, that I come down on
the side of not having any change in the
law as we know it in England.
Mr. Stephen Frishauf: My name is
Stephen Frishauf, from New York City.
I am an electrical engineer. I would like
to hear from some of our German colleagues about the difficulties or nondifficulties that they have when they represent employed inventors in connection
with trying to obtain more, or just what

they think they should get, by way of
compensation under the German law.
And is this a problem, as our colleagues
see it, with relationship to continued
employment, continued advancement,
and so on, of the particular individual
whom they are asked to represent, in a
somewhat controversial position with
respect to their employer.
Remarks of
J. A. Stoop
The Hague, The Netherlands
My name is Stoop. It has been said this
morning that one of the prime topics b
the question of the allocation of the patent. In The Netherlands thefirstapplicant
is, by law, considered to be the inventor
and thus entitled to the patent There are
a few exceptions, however. There is, of
course, the exception for a stolen invention. Another exception—and this touches
on the subject of today's talks—is for the
employee inventor. Here Article Ten of
our Patent Act—and I learned this morning that we were the first to introduce
such a section in our law—rules, in short,
that the employer is by law entitled to the
patent, but only insofar as the employee
holds a position in the company, which
entails the application of special knowledge to the making of inventions of the
same kind as that to which the application
for the patent refers. Let me elucidate
on this, without the complicated wording
of our Patent Act, which I have already
simplified for you.
Which are the inventions to which the
employer is entitled by taw? It is not required that the employee be engaged as
an inventor. It is not required, either, that
his labor contract specifies that the employee ts expected to make any inventions
at all. There must, however, be some
relation between the invention made and
the actual—I say "actual" and not "contractual"—field of activity of the employee within the company. If, for instance, a coffee girl who is employed by
a chemical plant invents a new chemical
processor a newcbemicaJ compound, she
may keep the invention for herself, and
the employer will not have any title to the
patent, however useful this patent will be
for him. If, on the other hand, the same
coffee girl invents a new process for the
making of or serving of coffee, the title
of the patent belongs by law to the employer. If a research man employed by the
same plant makes an invention relating to
the processes used by this plant, the title
to the patent unquestionably belongs by
law to the employer. If the same research
man invents a new ballpoint, he may keep
the invention for himself.
So there are two kinds of inventions an
employee may make: those to which the
employer is entitled by law and those to
which the employer has no right at all.
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unless the labor contract—the service
contract—provides otherwise. It is always
possible to deviate from this legal rule
and towards the benefit of the employer.
He may ask for more inventions from employees than the law requires.
Let's now assume that we are dealing
with an invention made by the employee,
the title of which, under Article Ten of
our Patent Act, belongs to the employer.
Then we come to the question of remuneration. Here the second paragraph
of this same Article Ten of our Patent
Art says: "In such a case the inventor
cannot be deemed to find in the salary he
cams, or in a special payment to be received by him, compensation for the deprivation of a patent. The employer shall
be required to pay him an equitable sum,
having regard to the pecuniary interest of
the invention and the circumstances
under which it was made."
Hence, the employee must be compensated—and that has been in our law since
1910—either by his normal salary or'by a
special payment. Since 1910 we have had
this rule, but unfortunately we have very
little jurisprudence on this subject. The
inventor should be compensated, as I
said, for the deprivation of a patent, for
the fact that he does not get the patent.
Hence, it has been argued that the compensation should be based upon the profits the inventor, and not his employer,
could have made if he had been the patentee. Could he himself exploit the patent? Or could he find an interest as the
licensee? That is an opinion which has
been endorsed once by a court decision.
But I must confess that it was rendered
by a lower court, and I would not attach
too much value to this court decision. The
fact that there is so little jurisprudence
during these past 60 years seems to show
that generally in The Netherlands employers and employees find an amicable
solution.
The lack of jurisprudence also leaves
other questions unanswered. What is
meant by the title to the patent? Do we
have to think only of the Dutch patent or
also of foreign applications? I believe that
there is a conflict of laws. If you look at
the matter from the point of tabor law,
governed by the law of labor contract,
you see one side; the other way is to view
it from the side of the patent law, and
then it may be governed by the laws of
the various countries where the patent is
applied for.
Another open question is whether the
compensation rule, which as I have san'
is mandatory, and from which one may
not deviate by contract, should also be
applied to those inventions to which the
employer is not entitled by law, but only
by virtue of a contract. This question has
not been decided by our Supreme Court
because in a case where it played a role
in the lower courts, the plaintiff—the
employee—had signed a contract assign24

ing all his inventions beforehand to his
employer. Once he made an invention he
said, "Well, this is an invention outside
of my field of activity, and since it is
outside, the contract should be regarded
as null and void." The Supreme Court
said, "The contract is not null and void.
It is a valid contract." In the Supreme
Court proceedings the question of the
compensation was not raised.
We have also spoken about the intangible awards. We have a rule in our
la* saying that the first and true inventor
may always daim that his name is mentioned on the patent.
Let me conclude these few remarks by
observing that a new bill has been introduced recently for the revision of our
Patent Act.. This rather important revision, among other things, will introduce
compound protection in Holland. Nevertheless no material changes have been
proposed with respect to the inventions
made by employees, and I feel that the
general opinion in the Netherlands is
that we are satisfied with our present
system.
Remarks of
Hans Peter Lieck
West Germany
My name is Lieck. I would like to
answer a question which Mr. Frishauf has
just posed to his German colleagues. He
wanted to know if there is any dispute
over the amount of compensation, and
how does this affect the relation between
the employer and the employee. Does it
affect the further working of the employee?
Well, I have no personal experience in
this field, but I know of some cases, and
I would say there is a dispute only in two.
One case is where both the employer and
the employee have decided to go separate
ways in the future, and the employee
is taking this chance to get a very high
amount of money, as high as possible, for
a certain invention. In the other case,
both the employer and the employee have
decided, "Well, we don't know what the
value of the invention is, how it should
be compensated to the inventor, and we
just want to have it decided by a neutral
board." They are really not arguing
against each other. They will both be
content with a decision which would be
made or which is then to be made by this
neutral board.
Well this probably answers Mr. Frishauft question, to a certain extent at
least. I want to also make another remark
which is related to the statement made
by Mr. Silverman.
Mr. Silverman, you made a remark
about, well, you termed it the "socialistic
philosophy" probably standing behind or
being behind a law on compensation or
on this field we are talking about. I

wouldn't go so far as to say it is a socialistic philosophy, but, sure, it is a social
philosophy. And as you probably are
aware, in Germany the social philosophy
or the social backgrounds on especially
the field of relationship between the employer and the employees has a very old
tradition. What I want to say is that the
relationship between the employer and
the employee is not only in the field of
invention but also in all other—nearly al!
other—aspects, subject to very definite
laws and rules. Almost everything is regulated by laws, so that the special inventors' law is just, or can be seen, or can be
deemed to be just, a part of this wider
aspect of right... or can be seen as a part
of the other laws which also regulate the
relations between the employer and the
employee.
As I understand, in the United Slates
you have far more a philosophy of, well,
the self-made man. I do not know if the
German law, as such, would be a proper
part of this American philosophy. I would
say that it would not fit into the whole
system which you are using right now.
There has been some development in
the States towards a social thinking, but
right now I would say that you should
not just copy the German system and put
it into effect here. I would say, rather
than that, you should adopt a system, if
you adopt one at all, which is more
adapted to your view of things, to your
view of the relationship between the employer and the employee.
Remarks of
Dr. Ekkehart Bokelmann
West Germany
My name is Bokelmann. I am a member of the patent department of a West
German company. And I would like to
make it very clear I am giving my personal opinion.
I would like to say that I like the inventors very much, because I live from
them, I live from their work, and my
company lives from their results. This I
would like to make very clear also.
Let us assume Gentleman A finds a
new component, not a very difficult component, but it is new. Nobody knows
what this component does. And even this
gentleman does not exactly know where
the carboxylk ester amides is situated—
at the first or second post ton. Now, a
very good chemist of the analytical department comes and finds where the carboxy lie ester amides is situated.
A Gentleman C is now told to make
some derivatives of the carboxylic ester
amides. He makes thousands of derivatives and sends them for screening to
the Pharmacological Institute and the
pesticides laboratory. In one of these
laboratories a gentleman finds that it has
some toxic activity. The manufacturer
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says, "It is too expensive to process. We
cannot use this compound.**
There is a Gentleman E, who is another
manufacturer, who makes, not an invention, but finds a process which makes thb
component salable. It is not so expensive.
Now, the company decides to sell it.
Now comes Gentleman F. He is a very
clever gentleman. He makes ihe EPA
clearance, and they are able to sell the
product. But the customers say "Oh, we
don't use this product. We have other
products from you competitors."
But there is a salesman, G. who is a
very good man. and he is successful in
convincing hts customers that they have
to buy this compound and not the competitor's compound.
Finally comes Gentleman H. He is a
very brilliant patent attorney in this company. He succeeds in getting a patent,
whereas the other gentleman, F, in the
patent department, is not so billiant and
does not get a patent, so there is nothing,
no remuneration, for the inventor.
I hope you understood me. It's a very
complicated system. But. of course, life
is sometimes complicated. If you have an
invention', for example you have a process, a catalytical process, and one man
finds a new catalyst and this process can
be conducted with less money, it is very
dear he is the inventor and he has made
an important contribution to his company. But in the types of inventions that
I have outlined, who is the inventor, who
should be encouraged to make some results, who should get the bonus?
Second, you have joint inventions. This
is a really difficult area. We make this
easier in our country, but still we have
difficulty with who is the inventor.
Then, Gentleman A says, "Oh, B or
C. I don't know. Are you an inventor or
not?"
"Yes, like you, your co-inventor."
Now, I don't know whether I am a coinventor to every B and C, but last year
I said, "You are a co-inventor, now I
should be a co-inventor."
Usually companies don't look into
these detailed matters because if the inventors are satisfied, as the employees, the
employer says, "We three are co-inventors."
Third, an inventor has made his invention and the patent department says,
"I need some more examples. I need some
explanation. I need more basis for a patent application in the United States."
Now, the United States is for us the most
difficult country to get a patent from.
Maybe it's because we are not acquainted
with your ways.
The inventor says, "You only have a
one year priority time. I cannot do this."
So this gentleman, X-Y. says, "You
should do this. Are you sure that these
gentlemen who are not inventors don't
need encouragement? They have nothing
to do other than to make more examples

to investigate something. But they are
not inventors. They should have the same
stimulus." How do they get it?
Fourth, it would be interesting to know
bow the process works, what the scientific
background is, although this information
is not needed for a-patent application. If
thb gentleman has a chance to either
make a new invention or to investigate the
scientific background, of course be
would, in my opinion, prefer to try to
come up with another invention rather
than find the scientific background for
the first invention.
Now, I would like to slate the fifth
position. The German law of employee
inventors says nothing about the amount
of compensation. It gives the formalities,
what formalities have to be fulfilled, and
it says in principal when and under what
conditions a compensation should be
paid. And the amount of the compensation, as Dr. Neumeyer said, is, for example in Germany, set mostly according
to the guidelines.
To come to the conclusion, I am of the
opinion—and please compare again the
gentleman who made this very good new
catalyst on his own and all the other
gentlemen, A to H—that the law is what
we call in Germany "Shoot birds with
cannons." Sometimes when you have a
really big invention, then it is very clear
that the inventor should get something
much more. But mostly the inventions are
just the result, in my opinion—you
shouldn't ull it to the Patent Office,
of course—of the position the patentee
has, since he is in the research laboratory
and careful, not lazy, but a diligent worker. I hope you do understand me.

Remarks of
Mohamed Bakir
Cairo, Egypt
Mr. Chairman, lady and gentlemen.
I am Mohamed Bakir, from Cairo. You
have heard enough from the developed
countries and the industrial ones, and
now it is the turn of the developing countries.
In Cairo, on the 30th of November,
1949, employed inventors were mentioned
on three occasions in our Patent Act. The
first, under the heading "Who May Apply," and of course, the first item is the
first and second inventors; the second,
when an assignment afiledafter the filing
of an application, the Registrar shoutd be
certain that the inventor has received
justified compensation: the third, that
the true inventor should be named in the
Patent.
Patent Acts in Libya and Kuwait have
almost the same provisions as in Egypt
In Iraq it is compulsory that the application for a patent should befiledfirstin
the name of the true inventor, and then

assigned to the assignee, whether individual or corporation.
In the Arab States, where there are
Patent Acts, there are references to the
justified compensation for employed inventors, whilst there are none in the
countries where there are no Patent Acts,
namely: Sudan, Saudi Arabia, the two
Yemens, and (be United Arab Emirates.
Some decisions have been issued in •
Cairo to compensate the inventor, but
these involved few cases and did not
establish a legal procedure.
Lately the Arab League has asked for
the assistance of the W1PO to formulate
a model law. Such a model law has been
formulated by IDCAS—the "Industrial
Development Center for the Arab States"
—and W1PO. Article 10 of this law
stipulates that:
(1) subject to the legal provisions governing contracts for performing a certain
work and employment contracts, and in
the absence of contractual provisions to
the contrary, therightsto a patent for an
invention made in the execution of the
contract shall belong to the person having
commissioned the work;
12) The same provision shall apply
when an employment contract does not
require the employee to exercise any inventive activity, but when the employee
has made the invention using data or
means put at his disposal; and
(3) In the circumstances provided for
in part [2], the employee inventor shall
have a right to remuneration, taking into
account: his salary, the importance of the
patented invention. Such remuneration
shall in the absence of agreement be fixed
by the Court.
As well, in the cases provided in part
[11, the employee inventor shall have a
similar right if the invention is of very
exceptional importance.
Any agreement against the provisions
of pan 131. Article 10, shall be considered
null and void.
Remarks of
Gilbert Thomas
Tustin, California, U.S.A.

My name is Gilbert Thomas. I am an
attorney in Southern California, and I
am speaking for myself on this issue.
I have worked for over 20 years—1
have a Master's Degree in Industrial
Management—as a corporation executive, having held positions including vicepresident, plant manager, production
control manager, research administration
manager, all of the positions you can
think of in a corporation. I have been in
private practice for about 3 years as a
patent attorney. I have decided I have had
enough of corporate life and I would tike
to do things on my own. I have a number
of corporate clients as well as a large
number of individual clients.
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First of all, speaking from my background in industry, 1 faced this problem
many times. I was involved either directly
or indirectly in a number of studies made
under the direction of top management of
corporations to Find out what we can do
to stimulate inventions among our creative people. I think the problem of just
paying the money, as Mr. Silverman suggested, is just not that simple.
I have a degree in Philosophy, in Psychology, and I made a number of studies
on employee morale, and compensation
rates pretty far down the line under things
that professional people and creative
people want out of life. I think they want
recognition. And, of course, they want
compensation somewhat in relationship
to the value of their work.
In corporations it is a big problem for
a man to come up with an invention that
the company uses, and he knows—because people are not stupid anymore,
whether it is a workman on the line or
a man in the research laboratory—
the benefits the corporation gets from his
work. He also knows the paycheck he is
taking home. He knows the size of the
office he is working in. He knows the title
that is attached to his name.
It is a problem, gentlemen, in American industry today. I think there are
hundreds of thousands of creative people
that are completely demoralized. Corporate management is facing'this. I think
there are some progressive companies,
and I have heard them mentioned today,
who give sizable awards to people in
proportion to the value of their inventions. But many of them have ducked this
issue, many major companies and many
minor companies, have been content to
go along with a system where you say,
"Well, we will remember that on your
nut pay increase."
I think we need something. [ think
corporations recognize they need something, and they don't know what the solution is. None of the manufacturing associations, and I belong to the American
Management Association, have any clear
direction for corporations in American
life today. It is difficult to get studies
from them that really reach this issue
and talk about the real problems. I commend highly the professional engineer
group and other people that are taking an
interest in this subject and bringing information out, making it available to inventors and inventor groups.
I do some patent work for two or three
inventor groups in Southern California,
and I am certainly going to take this information back to them and ask for their
support of the Moss Bill, because I believe
in something like this. I have great faith
in our Congress to produce a Bill that will
meet the needs of our unique society. •
think that we should support this Bill,
and I am going to recommend that to
inventors' groups that I know.
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I am also going to make this information available to professional societies
in Orange County and to the corporations
I know that progressively want to do
something different for inventors, to
stimulate their activity, to show their
work in our society.
I don't think all people are creative. 1
don't think all people have a desire to
come up with new ideas and to be inventive. ! think there are many people who
are satisfied to do their job and to take
their paycheck and to go home and have a
glass of beer and watch television, and
do not think creatively. But I think that
those people who are creative are unique
and that we should do things to properly
reward them for the work they are doing.
This reward, I think, should be in tangible
as well as other areas. I think these ideas
of fellowships and special titles for inventive people were investigated by a
number of companies that I have worked
for in the form of a reward which bears
some relationship to the value of their
invention.
I just wondered, since we never got to
specifics with our friends from Germany
and other countries, whether Mr. Neumeyer. could answer this question that
I have:
Does the compensation paid inventors
in countries where there are laws have
any relationship to a royalty? In other
words, is it a percentage of the sales or
the savings or something like that? Or is
it just a sum that is agreed upon by some
arbitration group? That's what 1 would
like to have an answer to, because 1 have
worked out hundreds of license agreements with individual inventors, and I
think the royalty system, where it is a
percentage, whether it's one percent or
half a percent or something, of the sales
or something, would be a very, very fair
system.
One other thing. I also was employed
during my work history, and this was in
the interim when I was moving from work
to the practice of patent law, by a wellknown millionaire inventor who makes
an income of over a million dollars a
year from inventions, royalty payments.
He was under a special contract to a
major company where he did not work
for the company but worked as a "contractor," with an office and laboratories
in the corporation, and received over a
million dollars a year with a royalty rate
of approximately 1 percent. And let me
say that this was very nice for him, but
all the other creative people in the company felt that they were at a tremen*
dous disadvantage. Many of them were
employed by the company to work for
him, to develop new ideas and inventions. The company eventually had to
break this relationship because they
found their own research and development staff completely demoralized by the
fact that one man can earn over a million

dollars a year by creating inventions while
the rest of the people got $20,000, 517,000, $22,000, whatever their annual
salaries were, and they were contributing
to this man's million dollars a year. That
kind of a situation is not healthy and is
not the solution either.
There must be some generally acceptable universal system. I have faith in our
Congress, and I think they will come up
with a good law. And I certainly want to
support it all I can. Thank you.

DISCUSSION
Dr. Neumeyer: Mr. Thomas, I think this
was a very nice and beautiful illustration
from the point of view ofa general practitioner who stumbles over these problems
and does bis own good and reasonable
thinking. And it supports, of course,
many of the ideas we have, and the experiences of a long series of countries in
regulating these things, either in a statutory way or in a more voluntary way, by
guidelines or things of that kind.
We can't go into details, but just to
answer the question of in what way compensation should be given, there is the
principal of the lump sum. This is preferred by many corporations and even by
government agencies for the simple reason that it is easier to handle since you
don't need any accounting from year to
year, and it simplifies the situation.
From the inventor's view, it may happen that dissatisfaction may set in after
many years because an invention may be
more successful than expected in the
beginning. Some countries have special
provisions for that, with the possibility
of adjusting a lump sum given earlier if
there are substantial changes in the situation.
Another principal type of compensation is royalties. Royalties can be given
in different ways, depending on sales and
depending on other circumstances. And
there is a certain amount of justice because the royalty is a percentage payment
which is directly connected with the sale
or use of a patented invention.
There have been many papers and surveys written in thisfield,which may be of
interest to you. We can give you a list of
literature which can guide you to these
principal points of view.
Mr. Bokelmann: I would like to add
something, if you will allow me, gentlemen.
We have in Germany several bases, as
one of the gentlemen already described.
For example, the turnover can be the
base. Or, if you use this patent only for
licensing, you can calculate the compensation on the basis of the royalties. But
what an employed inventor gets is always
less than the usual royalty, and the royalty that a free inventor geu is less than
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the license. In Germany, we fed the invention was made with the work, during
the time of employment, with the means
of the employer, with the assistance of
engineers, and so forth; therefore, this
all plays a rote and the royalty shouU. be
less.
Abo, if you have a dyestuff patented,
but there is another dyestufT already patented so you don't sell the second dyestuff because it is more profitable to sell
just one, then the patent which has not
been used is what we call the "spear patent," It blocks for the benefit of the one
dyestuiT which really is being sold, but it
will also be compensated for.
In addition, in Germany we can deduct,
to some extent, the compensatioa from
taxes. That is important. You have to
pay less income lax for the inventor's
compensatioa.
Chairman Sutton: Thank you very
much. Klaus, you had some comment?
Mr. Klaus Bernhardt: Well, sometimes
it has been asked how these rules work.
As long as the invention is used commercially, the German guidelines work quite
well. There are some disputes but they
are reasonably resolved, with not too
much effort, by means of these guidelines.
The problem comes when you have what
was just said—when you have a blocking
patent—or when you have a case where
you are wondering, do we file an application? We aren't to use that? And what
should we do about that? As I said earlier,
you have in some developing situations
five, six, seven different ideas to pick up
—1 think you call that "brainstorming"
here—and what will you do with the
gentleman whose ideas were very good,
but were not chosen? That's one question
which is totally unresolved yet.
Chairman Sutton: All right, do we have
any questions that should be posed?
Mr. Silverman: I hadn't intended to get
into any details, but I do have a question,
and it is a practical one. I represent an
American company that ts dealing with
a German company. The American company is having the German company
manufacture certain machinery and
equipment. In addition to the contractual
arrangement with relation to the manufacture of the equipment, there is a provision for the German company to do
some development work. In order to protect the American company, there is an
arrangement that if the German company
should make any inventions, they would
belong to the American company.
Now, the question that I want to know
the answer to is this: The German company has employees. The employees will
work, and they will make inventions.
Under the German law inventors must be
compensated. Where does the American
company stand if the American company
can demand of the German company
through contract that all of these inventions belong to the American company?

Is the American company going to have
to pay the compensation of the German
inventors? Can someone tell me how this
is going to be worked out?
Chairman Sutton: I would have hired
a good lawyer to answer a good question
like that. 1 wouldn't presume to be able
to respond to such a detailed question.
And I don't know whether anybody else
is.
I think perhaps a question of that detail is not appropriate for our evidencegathering rote here today, but if anybody
wants to pose a response, go ahead.
Dr. Ncumeycr: It really looks like a
detailed question, but this situation
occurs in the cooperation between a great
many industrial countries, so it is somehow not so specific as it looks. It is a general problem in international patent and
knowbow agreements where there may
be countries cooperating with each other
between whom there is a special law, while
one of those same countries may be cooperating with still another country where
there is no such law. This is a case in international agreements between, for instance, Germany and the United States
or Scandinavian countries and the United
States. This b a branch of law in which
there is not enough case law developed
yet. It is really in what you call "conflict of law," what we call "international
private law," and it's very important in
practice. Think of the European Common Market where you have employees
who are nationals in different countries
and employed by corporations in different countries and working together
on a common research project formulating inventions together. What law is
the governing law, then? Of course, it's
very sensitive if there is a German or a
Scandinavian on the team, because they
are considered too privileged in comparison to inventors employed by corporations in other countries. This is not a
matter of taw, it is a matter of international management.
I just had a case between a Swedish
corporation employing scientists in a
common research corporation in Holland
where there are cooperating British,
German and Swedish scientists making
patentable inventions. What philosophy,
what policy, should the corporation have
with regard to compensaUon? There is no
legal solution at the present time,
there may be good management solutions. One is that all employees should
get the same privileges which the inventors from countries like Germany or
Scandinavia get, so that no co-working
inventor from another country, for instance from England, feel underprivileged.
Mr. Bokelmann: The gentleman's question, if I may add something, is one 1
wouldn't like to touch with the tying-in
problem of this agreement, only whether
it is correct that your German party has

to transfer an invention. According to the
law, in my personal opinion, there b
nothing wrong. The inventor in Germany
has to report any written invention to
hb employer, the employer has to daim
the invention. Now by agreement between
your company and the German company,
the German company has to transfer the
invention to your company. So there
b no problem. Still the German people
are the inventors, while the German
company b responsible for the compensation. Whether they say, "We get royalties from the United States company
and out of these, on the basis of these
royalties, we compensate the inventor,"
or whether they agree with you, that
you should directly compensate the inventor in Germany. This is, in my opinion, a matter which can be handled without any restriction. The responsibility
to remunerate the inventor still remains
with the German company.
Mr. Kuntx: Yes. It b very interesting
to hear the discussion here today because
one could almost ignore the fact that we
come from countries all over the world.
It proves again that human beings are
human beings, and attitudes are attitudes,
and so on.
One thing that I would like to know,
for my own need in terms of research, b
how many of us here have been involved
in the invention process personally. That
b, how many of us here are inventors,
holding at least one patent? Could I sec
a show of hands?
(Show of hands.)
Mr. Kuntx: So we have maybe three,
four, out of this group. Well, I include
myself in this group. It b very interesting,
as this subject b debated, how few times
people who are inventors themselves are
involved in the debate. I have found that
most of the individuals involved in it arc
patent attorneys or representatives of
corporate management. It b kind of
sad, because the group of individuals,
that is, inventors, who are directly involved in the pro or con of the issue and
the questions as to how the system, regardless of what country it b in, affects
the attitude and the creative behavior of
an individual, are silent. Those people are
never beard from. And it is kind of tragic
that that b the case. Maybe a discussion
like what we have had here, where Jack
has brought us together today, will help
that problem somewhat But untill those
individuals are heard from, and somehow, from the psychological standpoint,
we are able to determine whether or not
a system b either a stimulus to invention
and disclosure or a system b a deterrent
to, let's say, invention and disclosure,
I really don't think we can handle the
problem. The Moss Bill might create an
environment where those indh-iduab
who are stimulated one way or the other
can at least vocalize their feelings on a
system.
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Chairman Sutton: Thank you.
We did not invite inventors here today
because we invited only the attendees at
the AIPPI Congress which b not composed of inventors. And so your comments, I think, can be taken as relevant
to the credibility of those who have expressed their thoughts today. But I think
that we nevertheless have gained some
insight into the problem and I think that
the experience of other nations is very
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important, and it is valuable to us. For
that reason I would like to thank each of
you for taking a Saturday morning, after
a wccklong congress, and spending your
time with us. It has been a tremendous
help to us and to the American Chemical
Society to have the benefit of your
thoughts and your experiences from other
countries.
We had expected to have a number of
people from still more countries wbo are

members of the International Executive
Committee. I am advised, however, that
tbe meeting across the street is still going
on and they are still debating, as I understand it, the organization of the AIPPI.
So we will, I think, end at this point.
I again want to thank each of you for
your time and your attention and your
thoughtful analyses. Thank you.
(Whereupon the hearing was adjourned
at 12:50 o'clock p.m.)
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The Evolution and Modern Application of the
Shop Right Rule
By Scott P. Sandrock'
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Over the past century, the relationship between employers and employees has
undergone a remarkable metamorphosis. The concepts of "master" and "servant" have long since been abolished due to the wave of unionism and legislative
regulation of the working relationships between employers and their employees.1 Indeed many aspects of the work relationship have been addressed by
statute or at least regulated by federal, state, and local bodies created under
those authorities. The regulations cover safety hazards and environmental
features of the work place and range from necessary ones to those of doubtful
value.*
Whatever the individual reader may perceive as the status of the employeremployee relationship in today's society, one feature of that relationship that has
remained unchanged for more than a century is that of the developments,
improvements, or inventions of employees. For some unknown reason, this true
creature of common law development has remained intact, relatively unmodified
by legislators or regulators. Indeed this last vestige of common sense may stand
as a singular example of "good law" formulated through the century of well
:
reasoned opinions by seasoned courts.
,
Within the past few years, the legal issues involving these inventions have
again become important because of a new st2ge in the evolution of the work .
relationship. Specifically, the negative effect of current economic conditions has '
seriously affected the competitive positions of American firms in both domestic
and foreign marker.
Employers have responded to these events by attempting to increase efficiency
and productivity while at the same time reducing operating costs. In order to
accomplish these objectives, however, the input and cooperation of employees is
both desirable and necessary. Some firms have adopted the "circle" system of
•is a member of the Ohio bar and practices law with Black, McCuskey, Souers & Arbaugh in
Canton.
Editor's note: Philip M. Knox, Jr., of the Illinois bar and Joseph D. Pannone of the Massachusetts and District of Columbia bars served as reviewers for this article.
1. For a detailed history of the labor movement, see A. Blum, A History of the American Labor
Movement (1972).
2. Set <4„ the Civil Rights Act of 1964, 42 VS.C 12000 0 9 7 6 ) ; Comprehensive Employment & Training Act of 197], 29 U.S.C. { 801 (1976); Employment Opportunities for Handicapped Individuals Act, 29 VS.C f 795 (Supp. II 1978); Equal Employment Opportunities Act,
42 U.S.C. 12000 (1976); Farm Labor Contractor Registration Act of 1963, 7 VS.C. $2041
(1976); Labor Management Relations Act of 1947, as amended, 29 U S . C 1141 (1976); National
Labor Relations Act, as amended, 29 U.S.C. 1 1 SI (1976); Rehabilitation An of 1973, 29 VS.C.
| 701 (1976); Veterans Employment and Readjustment Act of 1972, 38 U S C . { 2001 (1976);
Vietnam Era Veterans' Readjustment Assistance An of 1974, 38 U S . C ( 2 0 1 2 (1976); and
Occupational Safety and Health Act of 1970, 29 U.S.C. ( 651 (1976).
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Japanese businesses whereby employees meet in groups to discuss problems and
make suggestions for improvements. Beyond these affirmative steps, companies
have requested and employees have granted wage and benefit concessions to
facilitate the economic survival of the business and their jobs.*
Implicit in these events, however, is the recognition of the legal difficulties of
conflicting claims to inventions or improvements. Certainly the disputes will
normally arise only in those cases where the invention is implemented and
where the company has received an economic benefit from it. In these instances
the employee has a significant incentive to seek compensation from the employer.

INTRODUCTION
The purpose of this article is to provide a historical prospectus of the
evolution of the rule of law commonly known as the "shop right rule."* The
modern version of the rule is the result of a series of early decisions which were
primarily ioscd on a sense of fairness in each case. The facts of these cases are
p». ticularly tLiportant because the courts created the rule from the actions of the
employees.*
^ ' ' T h e shop right rule can be described as the right of an employer to use the
inventions and improvements of the employees on a nonexclusive basis without
compensation to the employee.* Inherent in the application of the rule, however,
is the occurrence of events that trigger the rule. As will be discussed in more
detail later, the courts have not been in complete agreement as to the type or
nature of circumstances that establish the shop right and two separate theories
have been utilized. The initial version of the rule required the employer to
establish that the employee had developed the invention on the employer's time
and had consented or acquiesced to the employer's use of the invention.' The
more modern version of the rule only requires that the employee used the
employer's materials or that the employer bore the expense of implementing the
invention.' The rule is limited to inventions which relate to the business of the
employer* and by definition is limited to a nonexclusive license to the employer
and does not transfer ownership of the invention to the employer.10
Although the rule is applicable to situations where employees are specifically
hired to invent something, the primary thrust of the rule is centered on cases
3. Bureau of National AfTaifj, Labor Relation* Yearbook—1981 (1982).
4. The phrase was apparently first coined in the case of United States v. Dubilier Condenser
Corp., 289 VS. 178 (1932) (hereinafter Dubilier).
5. Justice Taft in his dissenting opinion in Gemco Engineering & Mfg. Co. v. Henderson, 151
Ohio St. 95,107,84 N.E-2d 596, 601-02, (1949) (hereinafter Henderson), described the shop right
as equity "refusing to help the employee bite the hand that fed htm."
6. See Dubilier, 289 VS. 178, discussed infra at pp. 961-AJ.
7. See Gill v. United States, 160 US. 426 (1896), discussed infra at pp. 95941.
8. See Dubilier. 289 VS. 178.
9. Id.
10. Id.
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where the inventions were developed by employees not specifically required by
their jobs to invent or make improvements.

BIRTH OF THE SHOP RIGHT RULE
One of the first cases in American jurisprudence that addressed the relationship of employer to employee in connection with employee improvements is
McClurg v. Kingsland." In McClurg the plaintiff was an assignee of a patent
granted to James Harley for an improvement in the mode of casting chilled
rollers and other metallic cylinders and cones." While he was employed by the
defendant and on company time, Harley invented an improvement in the
manner in which iron rollers could be cast. This invention was developed in a
series of unsuccessful experiments, but eventually resulted in a successful
operation. During the course of this development period, all the experiments
were performed at the defendant's foundry at the defendant's expense, and
Harley continued to receive his regular wages during this period."
While the foundry utilized the invention, Harley never objected to the use of
the improvement, never requested the foundry to cease using the invention nor
did he ever demand that payment be made for using the invention. Indeed,
Harley had himself proposed to his employers that they should have applied for
the patent and purchase his interest in the invention, which suggestion was
declined."
A few months after the patent was issued, Harley left his employer, assigned
his patent to the plaintiff and plaintiff commenced an anion claiming patent
infringement." The original trial court charged the jury that if the facts were
found to be as testified, the jury would be justified to presume the existence of a
license or special privilege or a grant to the original employer to use the
invention, and that the facts appeared to equal a consent and show some
consideration which would support the express license or grant." Justice
Baldwin analyzed the significance of the various acts of Congress which at that
time governed the granting of patents pursuant to the constitutional authority
11. McClurg.. Kinptind. 42 U.S. (1 How.) 202 (1343).
12. Id. at 204-05.
13. Id. at 205. The Court did not discuss whether this resulted in a specific contract to invent but
such a Boding would not have changed the holding.
14. Id. at 205. The company used the invention for over a year before the employee applied for a
patent which was granted in March, 1835.
15. Id.
16. Id. at 205-06. The Court further charged the jury that the facts brought the case within
section 7 of the Patent Act of 1839 which provided:
That every person or corporation who has, or shall have purchased or construed any newly
invented machine, manufacture or composition of matter, prior to the application by the
inventor or discoverer of a patent, shall be held to possess the right to use and vend to others to
be used, the specific machine, manufacture or composition of matter, so made or purchased,
without liability therefor to the inventor, or any other person interested in such invention . . . .
Id. at 208.
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which related to the use of inventions prior to the award of letters patent." The
Court discussed the equitable feature of the original employer using Harley's
invention for four months before the application of the patent, which use was
with Harley's consent. The Court further noted that Harley, during that
period, had himself made rollers at (he foundry using his own invention. The
Court concluded that under the Patent Act of 1836, the employer was entitled to
use the invention without compensation to the assignee of Harley."
The Court in McCturg accepted the defense of the employer that the
employee had consented to the use of the invention. The facts were such that the
employee appeared to have led &.- employer to believe that the employee would
not insist on his right as a patentee to prevent the employer lo use the invention.
Although the decision in McClurg was based on an interpretation of patent
laws, as then in effect and as had been recently enacted, little did Harley realize
that the factual background of his case would serve as the benchmark for
analyzing all future cases involving claims of employers and employees to use
the inventions of employees. Specifically, courts would examine the creation of
inventions during work hours using the materials of the employer, as well as the
failure of the employee to object to the use of the invention by the employer.
Forty years later, the Supreme Court once again had the opportunity to
consider an employee improvement case. In Solomons v. United States," the
head of the Bureau of Engraving was asked to develop a new type of ribbon
stamp to be attached to liquor sold in the United States. A patent was issued,
and assigned to the plaintiff, Solomons.10
Justice Brewer referred to the McClurg decision as being controlling in the
particular facts of ihe case." Specifically, the Court noted that Clark had been
employed by the government when he developed the invention, that he had
expressly notified the government that he would not charge the government if
they had adopted his recommendation and used the stamps. Further, the Court
found that Clark had utilized government machinery in perfecting the stamp."
Upon analysis, the Court defined the general rule to be that if someone is
employed to perfect or devise n instrument or a means to accomplishing a
prescribed result, the employee, after accomplishing the work for which he was
employed, could not daim title of the improvement as against his employer."
The Court concluded that Solomons could not claim royalties against the
government, and emphasized that the consent of the employee to use the
invention created the license.

!7.
18.
19.
20.
21.
2223.

U.S. Const, art. I, | 8.
42 U.S. (1 How.) «i 2tO.
Solomons v. United States, 137 US. 342 (1890).
Id. at 348.
Id.* Ml.
Id. as 348. Compare these similar facta with the emits in McClurg, 42 VS. (I How.) 202.
137 US. at 344.

1957
The Shop Right Role 957
The Court in Solomons took an additional step last the original holding in
McClurg}* In McC'turg the Coun found a presumed license to exist as a matter
of contract law in connection with an express consent to utilize an improvement.
Solomons presented the additional element of an employee who had been
specifically requested to develop an improvement; indeed, the Solomons decision
appears to be an easier result than that presented by the facts in McClurg. An
employee who was expressly directed to use his energies and ingenuity to
develop or perfect an instrumentality for the benefit of his employer, who
utilizes his employer's facilities to perfect his invention, and who is compensated
during his endeavors, has a contractual obligation to permit his employer to
utilize the concept without additional compensation.
Three years after the decision in Solomons, the Supreme Court addressed two
separate cases dealing with the relationship between employer and employees
and the rights to employees' inventions. The first was Ixine & Bodley Co. v.
Locke.u In Lane, Locke was an engineer with the company and was involved in
the development of a stop valve used with hydraulic elevators manufactured by
the company." Locke had begun to experiment with the consent of his employer
to develop and improve the stop valve. After many efforts to devise such a valve,
the perfected invention was immediately put into production by his employer.
Several years later, Locke voluntarily terminated his employment, proceeded to
obtain a patent on the invention and subsequently brought an action for
infringement."
While the Court alluded to certain evidence of an implied agreement between
the parties, the Coun noted that the employee had made a demand for
compensation to his employer which had been ignored." This factor is an
additional feature which had not appeared in the prior decisions of the Coun.
Although the Coun cited both McClurg and Solomons as being controlling, the
Coun based its decision on an expressed equitable basis which was different
than the contractual grounds used in the earlier cases. The Coun held that, as a
matter of equity, Locke had waited too long before attempting to exercise his
legal remedy and thus was estopped from assening any subsequent claims."
The second case to be decided in the October term of 1893 was the case of
McAUcr v. United Stairs." Philip McAIeer was an employee of the United
States Bureau of Engraving and Printing as a skilled mechanic responsible for
the maintenance and repair of the machines used by the bureau. McAIeer had
conceived, partially at home, an invention to improve the perforation of stamps,
and he worked at the invention at home or during his leisure hours at the office.
24. MrCturf, 42 VS. (I How.) 202.
25. Lane & Bodley Co. v. Locke, 150 U.S. 193 (1S93).
26. Id. at 197.
27. Id. at 197-98.

28. Id. at 200-01. The Court noted thai Lane testified that he did rot punue hii daim at that
lime because he did not want to disturb his "friendly" relations with his employer.
29. Id.
30. McAIeer v. United States, 150 VS. 424 (1693).
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He did utilize government materials in connection with his experiments and the
machine ultimately was made with government tools and machinery with the
assistance of coemployees. The invention was totally outside the official duties of
McAleer."
As in earlier cases cited by the Court, the improvement had been patented by
McAleer, but unlike previous cases, the bureau had the foresight to obtain an
executed license agreement permitting the bureau to use the improvement."
The government had not put the invention into operation until after McAleer
was fired. McAleer's widow commenced the action claiming that the bureau had
entered into an implied agreement to pay McAleer the true value of the machine
and claimed that the government's use of the invention was to coincide only with
the duration of the employment relationship."
The Court proceeded to analyze the rules set forth in Solomons* and
McClurg" and found their holdings controlling.*4 Chiei Justice Fuller, however, constructed a new and unique position as to the duties of McAleer to his
employer. Specifically Chief Justice Fuller stated that although the trial court
had expressly found the invention was not part of his official duties. Justice
Fuller concluded that a position of maintaining and repairing machines extends
to the need to formulate improvements to make the machines or their functions
operate more efficiently!" The Court found that although the invention was an
improvement, the improvement required modifications and tooling changes to
implement the concept into practical form. There apparently was no dispute
that the invention was indeed an improvement from prior facilities." The Court
based its denial of compensation on the executed license agreement"
Again, while the Court's holding is based on contract interpretation, the
McAleer fact pattern had instilled by 1893 certain key elements in shop right
rules. Those elements included the application of the doctrine to situations
where the improvement, invention, or development was not specifically within
the employee's job description and where the employee partially conceived or
perfected the concept outside the work place. The Court compensated for these
features by pointing to the use of government machinery or equipment to perfect
and to integrate the inventions into the manufacturing process. These additional
elements have been repeated in subsequent decisions as the primary element
triggering the application of the shop right rule.

31.
32.
33.
34.
35.
36.

Id. at 426-27, quoting the Finding! of F»ct and Conclusion of Law of Che Court of Claims.
Id. at 425.
Id. at 426.
Lane, 150 U.S. 193.
McClurg, 42 U.S. (I How.) 202.
McAlrtr, 150 US. at 430-31.

37. /d. at 431.

38. Id.
39. The Court teemed to ignore the equities in favor of McAleer where the license agreement
was executed three days after the patent was issued and that McAleer was ultimately fired. S*t id.
•at 426.
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THE MATURATION OF THE SHOP RIGHT RULE
After fifty years of analysing the relationship between employers and employees and improvements of the employees, the U.S. Supreme Court was ready
to formally define the ramification and scope of the rule in a case arising in the
October term of 1896. Following the trend of analysis set forth in the cases
between McClurg" and McAleer," the Court had the opportunity to expand
upon the definition of the shop right rule and its application in another case
where the employee was not employed specifically to invent products. In Gill v.
United Slates," the employee was a machinist and draftsman at a government
arsenal. Although not within the scope of his employment or within his job
description as such," Gill had developed certain improvements in carbine rifles
and other military hardware that resulted in six separate patents being awarded
to him." He had approached the commander of the arsenal and suggested to the
commander that an improvement should be made in certain military hardware,
and after considering the suggestion, the commanding officer had authorized the
device or improvements to be incorporated into the government designs.41
Although through the yean Gill received promotions in his employment,
there was never an expressed undertaking that such promotions were made in
consideration for the improvements nor were any representations made by
officers of the government that compensation would be fc incoming." The
Court further noted that actually Gill had voluntarily submitted the improvements to the government as oppoied to the government requesting the improvements be designed."
The Court stated the question as follows:
This case- raises the question, which has been several times presented to
this court, whether an employee paid by salary or wages, who devises an
improved method of doing his work, using the property or labor of his
employer to put his invention into practical form, and assenting to the use
of such improvements by his employei, may, by tal-.ing out a patent upon
such invention, recover a royalty or other compensation for such use."
In answering this question, the Court based its decision on a rather advanced
analysis of traditional equitable principles. This position is significant in that
most of the predecessor cases had resulted in decisions in favor of the employers
40. McCJurg. 42 VS. (I How.) 202.
41. McAlttr. 150U.S. 424.
42. Gill v. United States, 160 US. 426 (1896).
43. The Court specifically noted, however, that Gill was required by his employment to exercise
his mechanical skill, but was not required to exercise his inventive genius as such to make any
inventions- Stt id. at 427 n.1- Compare this position v/hh that of Chief Justice Fuller in MtAlter,
ISO VS. ai 431.
44. Citl, 160 U.S. at 427.

45. Id. at 427 n.2.
46. Id. at 42° n.5.
47. Id. at 428 n J .

48. Id. at 429-30.
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based upon contractual grounds instead of equitable features." The Court
analyzed the situation as follows:
The principle is really an application or outgrowth of a law of estoppel in
pais, by which a person looking on and assenting to that which he has the
power to prevent is held to be precluded ever afterwards from maintaining
an action for damages... The same principle is applied to an inventor who
makes his discovery public, looks on, and permits others to use it without
objection, or assertion of a claim for royalty. In such case, he is held to have
abandoned his inchoate right to the exclusive use of his invention, to which
a patent would have entitled him had it been applied for before such use.1*
The Court noted that Gill had conceived the inventions outside the work
place and on his own time, had subsequently translated the inventions into
intelligible drawings outside the work place and had not used any property of
the government in making or perfecting the inventions themselves." In considering these facts, the Court further found that the invention had actually been
implemented at the expense of the government which paid for the patterns,
working drawings and construction of working machines to manufacture the
inventions. ™ The Court concluded that although the activities outside the work
place could distinguish this case from the prior cases, the distinction was too
narrow to prevent the application of the rule."
The Court relied heavily on the rule in Solomons and held that where the
inventor used the labor and property of the company in putting the invention
into the form of an operating machine, it did not matter whether the idea was
invented on the work premises or off and that the employer was entitled to
utilize the improvement. The Court adopted a risk analysis and held that where
the inventor had no financial involvement and the employer bore the risk of
utilizing and implementing the improvement, the employer solely bore the risk
whether the improvement would be successful. This factor appears to have been
determinative in the Court's holding.**
Despite the significance of the "risk bearing" analysis, the decisive factor in
the decision was that Gill had presented the invention to his employer and had
suggested that the employer adopt the improvement." In one of the most
articulate discussions of the estoppel features, the Court applied traditional
estoppel concepts and defined the estoppel version of the shop right rule as
follows:
49. Although the Court rim Ijant, it based itt holding on the authority of McClurg, Solomons,
and McAUrr, which were not primarily decided on equity theories.
50. GUI, 160 VS. at 430.
51. Id. at 428-29 n.4.
52. Id. at 433.
53. Consider whether the Court could contemplate any usual series of events where an employee
would or could personally implement an improvement at his workplace. It should appear obvious
that most cases would fail within the application of the shoprightrule.
54. GUI. 160 US. at 434.
55. Id. at 427 rO.
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T V acquiescence of the claimant in this case in the use of hit invention by
the government is fully shown by the fact that he was in its employ; that
the adoption of his invention by the commanding officer was procured at
his suggestion; that the patterns and working drawings were prepared at
the cost of the government; that the machines embodying his invention
were also built at the expense of the government; that he never brought his
inventions before any agent of the government as the subject of purchase
and sale; that he raised no objection to the use of. his inventions by the
government; and that the commanding officer never undertook to incur a
legal or pecuniary obligation on the part of the government for the use of
the inventions or the right to manufacture thereunder.14
This discussion by the Court in equitable terms has become the traditional
checklist that has been followed by subsequent courts in determining whether
the employer is entitled to utilize employee inventions and improvements.
The Court in Gill used an equitable theory to reach its decision despite the
fact that the employee was not hired to make the improvements nor did he
develop the improvement white on government time. The Court concluded that
the acts of the employee who offered an improvement to his employer and
permitted his employer to put the improvement into operation without objection
is permanently bound by those actions. The conclusions reached by the- Gill
Court were the broadest approach to the shop right rule, which was ultimately
refined and finally articulated by the Court thirty years later.
It is ironic that the clearest definition of the shop right rule appears in a case
which is decided on grounds other than the shop right rule and does not address
the application of the rule itself. The decision of the Supreme Court in the case
of United States v. Dubilier Condenser Corporation " pulls together the various
components of previous cases to define in detail the shop right rule.
The facts in Dubilier were similar to those addressed in earlier cases.
Employees Dunmore and Lowell worked in the Bureau of Standards within the
Department of Commerce as technicians in the radio section, which was
engaged in research and testing on Army Air Corps projects. The two employees invented a series of radio-related improvements and devices which ultimately were awarded patents. The inventions were done independently of the
work of the employees and were voluntarily undertaken." After the employees
reduced the invention to practice, they advised their supervisors of their inventions and they were permitted to use laboratory facilities to perfect the devices.
At no time did the government expressly or implicitly suggest to the employees
that they would be expected to assign the patents or grant exclusive rights to the
government under the patents.8*

54. Id. at 416-17.

57. United Suta ». Dubilitr Condnuer Corp., 289 U.S. 178 (1911).
58. Id. at 184-86.
59. Id. at 185.
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Although frequently riled as the case that articulated the current version of
the shop right rule, all parties in fact agreed lhat the government had a
nonexclusive license to utilize the inventions without compensation to the
employees." Instead, the particular issue presented to the Supreme Court was
whether the government acquired exclusive rights to the inventions or whether
the inventor retained the right to license the patents to parties other than their
original employer." The Court answered this question by holding the employee
retained rights in the patent beyond those granted to the employer and proceeded to define the limitations of the shop right rule."
The Court discussed the rule as follows:
Though the mental concept is embodied or realized in a mechanism or a
physical or chemical aggregate, the embodiment is not the invention and is
not the subject of the patent This distinction between the idea and its
application and practice is the basis of the rule that employment merely to
design or to construct or to devise methods of manufacturing is not the
same as employment to invent. Recognition of the nature of the act of
invention also defines the limits of the so-called shop right, which shortly
stated, is that where a servant, during his hours of employment, working
. with liia master's materials and appliances, conceives and perfects an
invention for which he obtains a patent, he must accord his master a nonexclusive right to practice the invention.... This is an application of
equitable principles. Since the servant uses his master's time, facilities and
materials to obtain a contract result, the latter is in equity entitled to use
that which embodies his own property and to duplicate it as often as he
may find occasion to employ similar appliances in his business. But the
employer in such a case has no equity to demand a conveyance of the
invention, which is the original conception of the employee alone, in which
the employer had no part. This rem iins the property of him who conceived
it, together with the right conferred by the patent, to exclude all others
than the employer from the accruing benefits. These principles are settled
as respects private employment."
The Court blended the two distinct theories of contract and equity to
articulate the rule. Although the Court admittedly was "shortly stating" the
rule, the Court merely discussed the contract feature of the rule. Specifically,
this language should be interpreted to mean that if the employee is already in
the "work mode" and being paid for his services, then the employer has paid for
all labors of the employee even if some actions are outside the job responsibili-

60. Id.
61. Id. « t 8 6 .
62. Id. u 189.

63. Id. ii 188-89 (ciuuotn omitted).
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ties.*4 Further, if the employee uses any materials of the employer or obtains the
help of coworkers, then the employer has likewise paid for that and is entitled to
the rewards of those labors. The Court noted that the imp li-d license was not
exclusive and the employee could aitempt to license the improvement to other
persons." The Court claimed the rule is the application of equitable principles
but does not cite GUP* or discuss the real equity argument based upon estoppel
or waiver where the employee offers the invention to his employer, fails to object
to its use, or fails to demand compensation.
The holding of Dubilier rejects the notion that facts must exist to establish
estoppel plus the use of the employer's time and material. Gill requires both Ihe
use of employer's materials and either the express or implied consent of the
employee before the rule is activated. It appears that the Court would consider
the use of materials as evidence of the estoppel argument but that an express
finding of estoppel was necessary to trigger the rule. The Dubilier Court,
however, rejected the two-step analysis and proclaimed the rule to be applicable
limply upon the use of time and materials or the implementation of the
invention by the employer. The Dubilier holding became the "modern" statement of the rule and the extensive reliance on Dubilier by other courts buttresses
this tailored approach.
Although the Dubilier decision was the high point of the discussion of the rule
by the Supreme Court, other courts were faced with examining various elements
not otherwise deflned or included in the Dubilier decision. Specifically, other
courts were required to resolve disputes where the employee conceived and
perfected a concept at home, but ultimately utilized employer's facilities to put
the invention into operation at the request of the employer. Similarly, courts
were required to define the outer reaches of the rule and whether any defenses
might be available to defeat the application of the rule. It is within the latter
gray areas that courts have attempted to define the parameters of the rule since
this initial scries of decisions by the Supreme Court.

THE EQUITABLE APPLICATION OF THE SHOP
RIGHT RULE
As (he Court in Gill noted, the shop right license is an outgrowth of the law
of estoppel in pais.'7 Whenever the employee has taken actions to either induce

64. Although the Court w u willing to find the employer w u entitled to benefit from "deviation*" hy the employee, compare the opposite result when the employee has incurred liabilities
when'deviating from the job responsibilities.
65. As a practical mailer, the Court did not consider whether the employee could ever locate a
buyer for a license for the improvement which his employee is using or marketing when the
employer does not have to include the con of a license in the price of its products. Although the
opinion does not discuss this issue* it could be assumed that the employees in the case bad a
prospective licensee or there would have been no reason to litigate the case.
66. CUt, 160 U-S. 426.
67. Id. »x 430.
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the employer to utilize the improvement'* or waits too long to assert his rights,"
it seems reasonable that the Court should apply the rule to avoid the obvious
possibility of economic extortion when the employer becomes dependent upon
the use of the invention. Although the Gill decision was limited by the Dubilier
holding, the two-step approach which required a showing of estoppel has been
applied in later cases.
A prime example of the application of the equitable principles arose in the
case of Neon Signal Devices, Inc. v. Alpha-Claude Neon Corporation.''* An
employee had developed a unique traffic signal device. Although his employer
was not currently engaged in the traffic signal business, the employee had
vigorously argued to the company that this was a potentially profitable business.
After, analyzing the proposal, the company invested a substantial amount of
funds to enter the traffic signal business." The employee ultimately concluded
he could profit by forming his own business, and subsequently sued his former
employer to enjoin it from using his patented invention.
In reaching a verdict for the employer, the court discussed the equitable
features of the shop right rule:
. The doctrine of a shop right is of equitable origin. The principle involved
is that where the inventor or owner of an invention acquiesces in the use of
the invention by another, particularly where he induces and assists in such
use without demand for compensation or other notice of restriction of the
right to continue, he will be deemed to have vested the user with an
irrevocable, equitable license to use the invention. The situation between
the inventor and employer might, of course, arise by mutual agreement, but
generally the situation arises when the inventor induces his employer to
proceed and not only fails to object, to the use, but stands by or assists,
while permitting his employer to assume expense and put himself in a
position where it would be to his detriment to be compelled to relinquish
further use of the invention."
Consider the far-reaching application of this definition of the rule. It seems
likely that most employee inventions would arise without the knowledge of the
company and where the employee would facilitate production of the concept by
presenting the idea to his employer for ultimate implementation. If the Neon
rule is to be literally applied, practically any employee improvement would be
subject to the shop right rule. This result appears to be consistent with prior
judicial interpretations, and indeed may be a reasonable result.
An earlier case, decided even before the Dubilier derision," considered an
extreme situation where the employer had indeed expended considerable funds
68.
69.
7fr.
71.
72.
73.

Set id. at 426.
Set Lane, I50U.S.193.
Neon Signal Device v. Alpha-Claude Neon Corp., 34 F.2d 793 (WD. Pa. 1931).
Id. ai 795.
Id. at 79' -H (citation! omitted).
DubUitr. 289 VS. 178.
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to utilize the improvement. In Barber v. National Carbon Co.,'" a company
hired an engineer to help reduce operating expenses. The engineer invented a
machine and ultimately sought to prevent the company from using the invention
without additional compensation. The company had constructed a special building to house the inventions and the machines utilizing the inventions. Although
the court based its conclusion on apparently contractual grounds, factually it
was an extreme case where an employer had expended considerable funds to
utilize an improvement.
An equitable principle should be applied to protect the employer when an
employee induces the employer to utilize an invention to determine if the
invention is commercially successful and then demands the employer cease
operation or exacts a high license rate. Certainly, no employee would offer to
bear the losses associated with an invention that proved unmarketable and
therefore it seems equitable that therisk-bearinganalysis should likewise result
in the ordinary application of the shop right rule.

THE CONTRACT APPLICATION OF THE SHOP
RIGHT RULE
In addition to the equitable features giving rise to the shop right rule, early
decisions involving the rule, including DubilUr, refer to the creation of an
implied license between the employer and the employee arising out of the
employment relationship without requiring the showing of estoppel.
One of the earliest cases dealing with the contract version of thr chop right
rule was Wiegand v. Dover Manufacturing Company.™ Wiegand was an
assistant to the company's electrical engineer and had developed an improvement to a component in the electrical units manufactured by the company. The
company had been using the improvement for two years when Wiegand left the
company's employ and sued for patent infringement.
The court held that even if the employee had totally developed the idea at
home and had reduced the idea to practice at home, the shop right rule would
still apply to the benefit of the employer. The court noted that the employee had
perfected, developed, or reduced the idea to a practical form on company time,
using company resources. The court emphasized that the employee in question
had the assistance of other employees in reducing his concept to practical form,
and that the development was only one part of the >otal product sold by the
company. The court further emphasized that all risk in relation to the development and implementation was borne by the company and had the idea failed or
proved unmarketable, the employer would have suffered all the losses."
Wiegand had not made any specific claim of the invention for two years, there
had been no promises to pay the employee for the concept in addition to his
usual compensation, and the court concluded that the employee had not been
74. Barter ». National Carbon Co.. 129 F. 370 («ch dr. 1904).
75. Witxand v. Dovrr Mfg. Co.. 292 F. 255 (N.D. Ohio 1923).
76. Compare the linJUr analrtU in CM, 160 VS. 426.

1966
956 The Business Lawyer; Vol. .V», May 1983
misled in any fashion by his employer. While the court did not specify the rule
as based in contract rather than estoppel, the emphasis by the court on the use of
materials and employee time is certainly an adherence to the contract theory."
The contract version of the shop right rule is based upon the nature of
employment relationship. As discussed in Dubilier, supra, when the employee is
in the "work mode," the employee has already been compensated for the labors
and ingenuity by the employer. The help of coworkers and. the use of the
employer's materials are additional elements that cement this application to
contraa principles. However, the same conclusions apply even if only a portion
of the development/implementation process is accomplished using the employer's time or material." The courts have rarely applied the contract rule
alone and rather combine these features with the equity element to apply the
shop right rule to most inventions.

DEFENCES TO THE APPLICATION OF THE SHOP
RIGHT RULE
In each of the cases involving the .Sop right rule, the employees have raised a
series of allegations against the employer to preclude the imposition of the shop
right rule. These defenses usually include claims of fraud or misrepresentation
by the employer or claims that the employer had promised compensation.
Perhaps the earliest defense raised was that of an implied contract for compensation. In McAlerr™ the employee had argued that there was an implied
contraa between the employer and himself for compensation for the use of the
improvement. This argument had been rejected by the Court where McAleer
had signed a simple assignment prior to the submission of the improvement for
patent protection.
In one of the earliest cases where fraud was raised as a defense, an employee
claimed that the company fraudulently induced the employee to assign his
patent rights to the company. In Bowrn v. B. F. Goodrich Co." the employee
further argued that because of his limited educational abilities the company had
misused its relationship with its employee. The court held that the employee
had testified that his purpose was to give the idea to the company for the
company's use and at no time instructed the company not to use his idea. When
the patent had originally been issued to the company, the employee had been
paid a nominal consideration. In analyzing the issue of fraud, the court
discussed the faa that the employee had been silent for three years before
raising any objection to the use by the company and that although the court
believed that three years may not of itself constitute laches, the failure to object
77. For similar applications of the same analysis ire Pure Oil Co. v. Hyman, 95 F.2d 22 (7ih
Cir. I93B), and Shearer v. United States, 87 Ct.CI. 40 (1938).
78. In Kinkade v. New York Shipbuilding Corp.. 21 N.J. 362,122 A.2d 360 (1956). the court
hrld that even if an idea was conceived outside the work place, if the invention is perfected or
implemented at work then the shop right rule applies.
79.

A1cAlrer.ih0US.424.

80. Bowm v. B.F.Goodrich Co., 36 F.2d 306 (6th Cir. 1929).
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was evidence that no fraud existed on behalf of the company and that the
employee was not defrauded in the assignment of the patent.
Thirty years later, another employee asserted a similar claim against his
employer in connection with the application of the shop right rule. In Hutchinson v. Fish Engineering Corp." Hutchinson had been an officer and employee
of the company and had left due to ill health. The employee, as had Bowen,
argued that the assignment of the patent rights had been achieved through fraud
on the part of the company and that the company had abused its confidential
relationship with the employee. The court discussed the history of the relationship between the employee and the company and noted that the plaintiff had
been an officer and had waited for over nine years before objecting to the
company's use of the invention. This delay according to the court's interpretation constituted laches and barred the employee from seeking any relief.
Hutchinson alternatively argued that the company's policy that all inventions
had to be assigned to the company was itself inequitable. The court found that
the facts did not support that position, but rather the employee had a perception
that such was the case." The court further noted that where the employer had
spent considerable sums to develop and improve the idea submitted by the
employee, the employee cannot subsequently object to the use of the improvement by the company.
Although it is rare that plaintiffs can prove the allegations of fraud, certain
situations can arise in which fraud does exist and may preclude the application
of the shop right rule. The well known "socket wrench" case*' was such a case.
Although the case does not specifically address the shop right rule, the claims
successfully asserted in Roberts are similar to those defenses raised in early cases
involving the shop right rule which were not adopted by the courts.
Roberts had been a sales clerk at Sears when, at the age of eighteen, he began
working on a socket wrench which would permit a quick release feature with
the sockets." Roberts had filed an application for a U.S. patent, and then
showed his invention to the manager at the Sean store where he worked." After
reviewing the invention, Sean had determined that the feature was relatively
inexpensive to manufacture and that market tests had indicated that the new
wrench would be very popular. In negotiating with Roberts, counsel for Sean
had represented that the item might not be patentable, the invention would be
expensive lo manufacture, and that the wrenches would not sell well."
The terms of the firel contract provided that Roberts would receive a royalty
of two cents for each wrench sold up 10 500,000 wrenches. Sean manufactured
81. Hutchinson v. Fish Eng'g Corp.. 42 Del. Ch. 21, 201 A.2d 5J, aff"d. 2IJ K2A 447 (Del.
1965).
82. Consider whether any employee who develops an improvement which could be utiliird by
his employer would not normally submit the same to his employer.
83. Roberts v. Sears, Roebuck & Co.. 57] F.2d 976 (7th Cir. 1978).
84. Id. at 978. Although the opinion dors not discuss the issue, it appears thai Roberts developed
the improvement at home and outude the normal application of the shop right rule.
85. Id. at 979.
86. Id. at 979-80.
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and sold that many wrenches in the first nine months of sales and in a ten-year
period had sold almost forty times that number. Upon reviewing these facts, the
court held that Sears had fraudulently obtained the rights in the patent."
Beyond the traditional fraud issues, Roberts contained an additional claim
that Sears had breached a confidential relationship which purported to exist
between Sears and Roberts. The trial court had concluded that such a relationship existed and that Sears had breached that relationship. The court noted that
under Illinois law, a confidential relationship could be created where one person
places such trust and confidence in another such as to give that person some
influence and superiority over the first.1*
The court described various factors to consider to determine if such a
relationship exists. Those elements included the disparity of age, education, and
business experience between the parties, the existence of an employment relationship and the exchange of confidential information from one party to the
other.** The court found that each of these factors had existed in the case and
the trial court had committed no error in awarding judgment to Roberts.**
Perhaps it is a reflection of modern judicial interpretation but the same
arguments had been set forth by Hutchinson and Bowen to no avail." Perhaps
the different results can be attributed to the facts in Roberts, which differ from
those in the earlier cases and were more extreme in their effect. It appears that
the arguments may still have validity and may yet be raised in subsequent cases
to prevent the application of the shop right rule.
In addition to the pure fraud cases, other situations may arise in which an
employee can effectively negate the application of the rule. Under both the
contractual and the equitable version of the shop right rule, there are limitations
to the application of the rule. As noted by the Supreme Court in Dubilitr" the
shop right does not create an absolute right to an exclusive right in the
improvement, but rather is limited to the nonexclusive license by the employer.
Further, the rule can be negated by affirmative conduct of the employee. Recall
that the application of the rule is based on both contractual and equitable
principles. An employee may. be able to defend against either theory if the facts
negate the contract or preserve typical defenses to an estoppel claim.
In order to negate the contractual feature of the shop right rule, an employee
may take affirmative steps to preclude the application of the rule. Absent such
affirmative conduct, the rule would apply. In the case of Gemco Engineering eV
87. Id. it 983.
88. Id.
89. Id.
90. Id. MX 984. Scan had argued thai Roberta had retained hit own legal counsel and thus did
DM rdy on the representation of Scan. The court rejected this argument and previously had noted
that Sean had engaged the same attorney on other matten afier the original negotiations began
which the courtfoundto raise some doubts a* to the independence of his advice to Rubens. Id. at
983.979n.l.
91. Set Bourn, 36 F.Zd 306 and llulchinsm, 42 Del. Ch. 21, afd 213 A.2d 447.
9Z Dubilitr, 289 VS. 178.
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Mfg. Co., Inc. v. Henderson™ Henderson was specifically employed by the
company to develop a tire-mounter device. Henderson perfected the mounter,
using equipment and machinery at the employer's plant A dispute subsequently arose between Henderson and the employer as to the ownership of this
tire-mounter.**
After the perfection of the tire-mounter, Henderson began to develop a tiredemounter, although not requested to do so by his employer. His employer
knew he was working on such device, but it was totally prepared at the
employee's home and no materials of his employer were used in making the
demounter."
In analyzing the facts of the case, the Ohio Supreme Court had no difficulty
in concluding that the shop right rule applied as to the tire-mounter.'* However,
as to the tire-demounter, the court concluded that the shop right rule did not
apply and held:
2. An employee not under contract with his employer to invent, may
protect himself against the establishment or accrual of a shop right in his
employer in any invention or device perfected by such employee on his own
time, and at his own expense though during the period of his employment,
by words, acts, or conduct, which dearly negate the establishment or
accrual of such shop right."
Again, recall that Henderson had done all the work on the invention at his
home without using his employer's materials. He refused to take a model to the
shop of his emp'-ryer and continued to claim ownership in the device while
negotiating for possible use by the company." The significant difference between Gemco and other cases is that Henderson took affirmative step* to
establish ownership in the invention and had strongly objected to the claims in
the invention by the employer." Although such conduct may not be conducive to
continuing an employment relationship, it did serve to negate the application of
the shop right rule.
A recent case has held that even the use of an employer's time or his facilities
or materials may not necessarily create a license under the shop right rule. In
Dewey v. American Stair Glide Corp.,'" an employee Bled an action against his
employer based on unjust enrichment. The company had been in the business of
making chair lifts for use in the home and had had a safety defect arise that
could cause a rider in the lift chair to be thrown at the bottom of the stairs. After
a substantial investment in engineering firms to examine the problem, the
93. Gtmco Co. ». Hrodmon, ISI Ohio St. 95.83 N.E. 2d 596 (1949).
94.
95.
96.
97.

Id.
Id.
Id.
Id.

at 98. 8 ) N.E.M at 598.
at 99. 83 N.E.24 at 598.
at 95,102,83 N.E.M at 596, 599.
at 95.83 N.E-M at 596.

98. Id. at 103.83 N.E-2d at 600.
99. IdL

tOO. Dtwtv ». Amman Suir Glide Corp., 537 SWJd 643 (Ma CL App." *77).
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company determined that it would be required to replace motors in several
hundred units already installed.
Dewey had been employed by the company as a welder for twenty-four years.
Although not within the scope of his regular job, Dewey used some scrap metal
in the shop and company tools to construct a safety device that was effective in
solving the problem. The company foreman had noticed Dewey working on the
improvement and ordered him to not work on his device until his lunch time. At
lunch, Dewey proceeded to finish constructing the model.11"
At the end of the work day, Dewey asked the foreman if he could take the
completed model home for further work and the foreman agreed. While at
home, Dewey had a relative reduce the idea to a written form in a shop
drawing. The next day Dewey took his drawing to his foreman who referred
Dewey to the company engineer assigned to the project. Officials at the company then requested Dewey to make minor revisions which he did and submitted a final model for consideration. This completed model satisfied all necessary
safety tests."''
Immediately after the idea had been submitted by Dewey, the company
authorized an independent engineering firm to construct a final prototype
model, which was later introduced into the manufacturing process to be installed on certain models already in use. Within three days after the prototype
was developed, Dewey asked the company for compensation anJ upon being
denied compensation, retained counsel who demanded payment of royalties
from the company.10*
The trial court held that although the use of the company materials and tools
was limited, such use was sufficient to trigger the application of the shop right
rule. The court of appeals reversed, however, holding that a de minimis use of
such time and material did not amount to a shop right, particularly where the
employee had not acquiesced in the company's use of the invention and had
immediately demanded compensation.104 The company further argued that
Dewey had not reduced the idea to practice until the full production drawings
were prepared and manufacture began. The court similarly rejected this argument and found that the issue is not relevant to the questions of the applications
of the shop right rule.1"
The lesson to be learned from Dewey and Cemco is clear; the employee must
act quickly and decisively to assert ownership in the invention, but if the
employee does an promptly, he may negate the application of the shop right
rule if the invention was developed primarily at home and was not put into
manufacture before he asserts his claims for compensation.
In attempting to analyze these various defenses, it is dear that two basic
patterns exist. First, where an employee voluntarily submits an improvement to
101. Mai MS.
102. Id. at MS-46.
103. Id. at M6.
104. Id. atM8.
105. Id. at M7-48. Bui cj. Gill, 160 VS. 426 and Wicgand 292 F. 2SS.
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the company to be used in the company's business, fails to invnediately assert
his rights in the improvement, and fails to take steps to preclude the company
from using the invention, the company will have the advantage of the shop right
rule. An employee apparently has the burden of establishing the negation of the
rule or the rule is automatically applied. Second, if an employee is given
misleading information or an employer misrepresents facts when the employer
had knowledge of the potentials of the invention, then the shop right rule may
not arise due to the claim of fraud."* However, the fraud claims will be subject
to the traditional statute of limitations rules and an employee could not wait an
indefinite period of time before claiming wrongful treatment by his employer.""

STATUTORY LIMITATIONS ON THE SHOP RIGHT
RULE
Although the limits of the scope of the rule have not been clearly defined' by
the courts, the legislatures of at least four states have recently attempted to limit
by statute applications of the shop right rule.'0*
The language used in the core sections of these statutes are almost identical.
For example, the Minnesota statute provides:
Any provision in an employment agreement which provides that an employee shall assign or offer to assign any of his rights in an invention to his
employer shall not apply to an invention for which no equipment, supplies,
facility or trade secret information of the employer was used and which
was developed entirely on the employee's own time, and ( t ) which does
not relate (a) directly to the business of the employer or (b) to the
employer's actual or demonstrably anticipated research or development, or
(2) which does not result from any work performed by the employee for
the employer."*
Although the statutes appear to bolster the rights of employees, the language
of the statute does very little to restrict the application of the shop right rule or
define its scope. Rather these statutes are extremely iimited in their effect and in
fact may have changed the result of the few cases which held in favor of the
employee. First, consider that the statute only applies to "any provision in an
employment agreement." Under the strict construction of statutes rule, there
must be a written agreement for the statute to apply. With the exception of
106. Stc Roberts v. Scan, Roebuck & Co., S73 F-2d 976.
107. Sir Hyder v. Diebold, Inc., Coun of Appeals, Stark County, Ohio, Case No. 5687, decided
December 2, 1981 (unreported), motion to certify record overruled March 17,1982. In Hydrr, the
plaintiff! wailed over nine yean after submitting an improvement before commencing suit The
court found that the shop right rufe.atalied and that the plaintiffs wifrtjfcyrredby the statute of
limitations.
**
Y~»r
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108.(MjmijuuAiimfrm.7*.^ni;£uj^
/>,
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senior personnel or engineers, it seems highly unlikely that most employe JS
would have a written employment agreement. Therefore, the average employee
inventor, such as the employee in the Dewey case,"0 would not be entitled to the
limited protection offered by the statute. .
Assuming that a case arises where the employer is covered by the statute, the
statute merely repeats the common statement of the elements of shop right rule
itself and then expands the rule to include inventions which are made totally
outside of the workplace but which relate to the business of the employer. This
expansion negates the defenses that were successfully asserted in Gemco'" and
Dewey,"' and if the statute had been in effect in Ohio and Missouri at the lime,
the employers in both cases would likely have prevailed. In both Gemco and
Dewey the employee was able to negate the application of the rule by performing the work outside the workplace and objecting to the use of their inventions
without compensation. Under the statute, therefore, the employee cannot negate
the rule simply by objecting to the use of the invention. This burden is even
more significant in that the North Carolina and California statutes provide that
the burden of proof of any benefits under the statute is expressly placed on the
employee.'"
Several of the statutes, however, do provide some protection to employees by
requiring the employer to appraise the employee of the limits contained in the
statute.'" Specifically, if the employment agreement requires the assignment of
any invention rights, the employer must disclose in writing that inventions not
related to the employer's business and which are developed outside the workplace are not included in the agreement. This disclosure provision will at least
put the employee on notice as to his rights and may cause employees to negotiate
rights to inventions.
To balance its statutory limits in favor of the employee, three of the states
provide that the employers may require disclosure of all inventions of the
employee to the employer to permit an informal determination of the rights of
each party in the invention."* Despite these limited attempts to equalize the
positions of the parties at the commencement of the employing'.: relationship,
the only penalty for violation of the statute is to make the infrii.ri.ig oaragraph
of the contract unenforceable and contrary to public policv."*
The statutory responses to the shop right rule do not deviate from either the
basis upon which the rule is created or the case law a pro»ches to tl.e definition
of the scope of the rule. Indeed, unless the legislation was f < :bnrd to respond to
110. Dewey. 557 S.W.2d 643.
111. Htndtrmt, 151 Ohio SL 95,84 N.E.M 596.
112. Dewey, 557 S.W.2d 643.
113. N.C. Gen. Stat. 166-57.1; Cal Ub. Code { 2872 (Wen Supp. 1982).
114. Minn. Stat. Ann. ( 181.78 (3) (West Supp. 1982); Cal. Ub. Code 5 2872 (West Supp.
1982); Wash. Rev. Code Ann. J 49.44.140 (3) (West Supp. 1982).
115. Cal. Lab. Code 12871 (West Supp. 1982); N.C. Gen. Slat. 166-57.2; Wash. Rev. Code
Ann. 149.44.150 (West Supp. 1982).
116. Minn. Slat. Ann. 1181.78 (I) (West Supp. 1982); Cat Lab. Code { 2870 (West Supp.
1982); Wash. Rev. Code Ann. 149.44.140 (I); (West Supp. 1982); and N.C. Gen. Sut. 166-57.1.
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particularly onerous conduct of employers in the preparation of employment
contracts, the statutes have relatively little impact on the common law version of
the shop right rule except to expand the scope of the rule to negate some of the
defenses previously available to the employee, particularly the defenses of
nonuse of the employer's property and the demand for compensation defense.
Within the framework of these statutes, the application of the shop right rule
should not vary significantly between the four states with statutes on the issue
and the rest of the country.

CONCLUSION
The cases upon which the shop right rule is based involve a core of operative
facts which are quite similar. Usually an employee develops an improvement
outside of the normal course of his job responsibilities, partially at home and
particularly during working hours which the employee submits to his employer.
The motivations of the employee's actions are not usually discussed in the cases,
but the assumption may be made that the employee is motivated by possible jobrelated rewards, such as promotions or raises, or a sincere desire to help his
employer.1" Regardless of the reasons for the actions of the employee, it is clear
that the shop right rule can and does apply to employee improvements.
Counsel for employers should caution their clients to make no representations
of any kind to employees who submit ideas for possible implementation.
Perhaps the safest course in the area is to adopt a suggestion program for
employees who may receive some nominal consideration for the suggestion or,
for example, some percentage of cost savings for the first year of operations. The
overriding feature of the program would be to expressly negate any potential
claims for misrepresentation or unconscionable treatment of employees.
Conversely, counsel for employees must take immediate steps to put employers on notice of an objection to the use of an improvement. Although the shop
right rule would apply regardless of objection if the improvement is developed
on company time with company material, if the invention was developed at
home then the rule might be negated provided that the employee acts quickly.
Even if the presumption of the application of the rule may have been defeated, it
is doubtful if an employee can wait too long to object without being barred by
either an equitable application of the rule or the statute of limitations.
The adversary nature of the employer-employee relationship of the past
several decades appears to be metamorphosing into a joint effort philosophy.
Employee concessions, once unthinkable, are becoming commonplace as employees recognize that their jobs are contingent upon the success of their
employers. Indeed, programs that fully support the team concept have been
adopted where employees meet to discuss production problems and to make
recommendations for improvements. Given these developments, it seems proba117. Although not ipecincaUy addretsed in any case, query whether an employee who u
promoted because of job performance including the submission of an invention has not already been
compensated for the invention.
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ble that situations will become more prevalent in which counsel must address
the application of the shop right rule. Although in certain circumstances the
application of the 'rule may appear to be harsh, it is for the main part the
reasonable extension of the employment relationship and is as viable today as it
was more than a century ago.
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ARTICLE IV
(Severability)
If any provision of this Act or the application thereof to any person
or circumstance is held invalid, the invalidity does not affect other
provbions or applications of the Act which can be given effect without the invalid provision or application, and to this end the provisions of thb Act are severable.
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Patent Ownership: An Employer's Rights To His
Employee's Invention
Eighty-four percent of American patents are awarded to employed inventors;1 therefore, the employer-employee relationship is
critical to the modern American patent system. To encourage continued invention, the patent law must allow both the inventor and
the developer (his employer) to obtain adequate compensation.
Under the present United States patent system, the common, law,
which can be contractually altered, determines whether an inventor
or his employer owns a patent.
Critics say the United States patent system discourages innovation by allowing an employer to use an employee's invention without
adequately compensating the inventor.2 Supporters argue that the
employer has already compensated the inventor through his regular
salary, and that an employer deserves the patent because of the vast
amount of money spent researching and developing an otherwise
worthless invention.3
The most academically pure method for compensating each
contributor would be to determine the inventor's and the developer's
contribution and give each a pro-rata share of the invention's value.
This method, however, would be highly impractical because it requires meticulous records of each participant's work and detailed
analysis of each invention's worth. The law must find a realistic but
fair method of dividing an invention's value between the inventor
and the developer. The patent law, therefore, needs a broad, clear
rule which will allow a fair division in most circumstances.
This note attempts to articulate that rule. Part I examines the
1 Rig/its of Oil Employed Inventor: Hearings en MR. ¥732 and H. R. 6635 Before the Subcomm. on
Courts, Cioit Liberties, and the Administration of Justice of the House Comm. on the Judiciary, 97th
Cong., 2d Sess. 2 (1982) (statement of Rep. Kastenmeier). The Wall Street Journal reported
a slightly smaller percentage (seventy-five percent). Wall St. J., Sept. 9, 1982, at 1, col. 6.
The term "employed inventor" is not limited to persons specifically hired to invent; rather, it
includes any employee who creates an invention. See Ncumeycr, Employee's Rights in Their
Inventions, 83 INT'L LAB. REV. 1, reprinted in 44 J. PAT. On: Soc'Y 674 (1962).
2 Wall St. J., supra note 1. See also Orltin, The Legal Rights of the Employed Inventor: New
Approaches to Old Problems (pts. 1 & 2), 56 J. PAT. On: Soc'v 648, 719, 727-36 (1974); Sutton &
Williams, Employed Inventors: The Case for the Moss Bill, 8 U.S.F.L. REV. 557, 558 (1974); Note,
Statutorily Decreed Awards for Employed Inventors: Will They Spur Advancements in the Useful Arts?,
15 IDEA 575, 576-77 (1971).
3 See Wall St. J., supra note 1.
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common law methods for distributing patent rights between an inventor and his employer, Part II discusses the recently enacted and
proposed statutory modifications to those methods; and Part III proposes an improved method for equitably distributing an invention's
value between the inventor and his employer.
I.

The Present System

An employer's right to his employee's patent depends on the
parties' intent; an express or implied agreement determines who
owns the invention and who can use it.4 In theory, an inventor retains the title to his patented invention unless he voluntarily assigns
the patent to his employer;5 but, in practice, most employees have an
obligation to assign their patents to their employers.6 This obligation
may arise from an implied agreement created when an employee is
hired to invent,7 or from a fiduciary duty which particular employees
owe to* their employer.8 Even if an inventor retains the patent, his
employer may have a license to use the invention if the inventor used
the employer's time, facilities, or money to create the invention, or if
the employer promoted the invention while reasonably expecting a
royalty-free use.9 The parties can also follow the modern trend and
allocate patent rights through an express contract.10
A. Employment Status
Employment alone does not require an inventor to assign a patent to his employer.11 Absent a specific agreement, an employer's
rights (and the inventor's duties) arise from the inventor's employment status.12 Although, arguably, federal common law may control
4 National Dcv. Co. v. Gray, 316 Man. 240,246, 55 N.E.2d 783, 787 (1944); Kinkade v.
New York ShipbWg. Corp., 21 N.J. 362, 366-67, 122 A.2d 360, 363-64 (1956).
5 Marshall v. Colgate-Palmolivc-Peet Co., 175 F.2d 215,217 (3d Or. 1949); New Jersey
Zinc Co. v. Singmaster, 71 F.2d 277, 278 (2d Cir.), art. JaueJ, 293 VS. 591 (1934); National
Dev. Co. v. Gray, 316 Man. 240, 246, 55 N.E.2d 783, 787 (1944); A * C Eng'g Co. v. Atherholt, 355 Mich. 677, 685, 95 N.W.2d 871, 875, art Anted, 361 VS. 824 (1959).
6 Set Sutton A Williams, tnpn note 2, at 561.
7 See notes 11-39 infrm and accompanying text.
8 Set notes 40-57 infra and accompanying text.
9 Set notes 58-75 infrm and accompanying text.
10 See notes 76-107 infra and accompanying text.
11 Banner Metals, Inc. v. Lockwood, 178 Cal. App. 2d 643,654-55, 3 Cal. Rptr. 421,431
(I960); Kinkade v. New York Shipbldg. Corp., 21 N.J. 362,369, 122 A.2d 360, 363-64 (1956).
An inventor can enjoin his employer from using the employee's patented invention. McNamara v. Powell, 256 A.D. 554, II N.Y.S.2d 491 (1939).
12 Aero Bolt & Screw Co. v. Ilia, 180 Cal. App. 2d 728, 736, 5 Cal. Rptr. 53, 58 (I960);
National Dev. Co. v. Gray, 316 Man. 240, 246, 55 N.E.2d 783, 787 (1944).
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who initially receives the title to a patent,13 state law determines an
13 See Orfcin, supra note 2, at 721-27. Oricin argues the federal courts have used their
rulemaking policies to create a federal common law based on the dormant patent clause
power (U.S. CONST, an. I, § 8, cl. 8).
This argument for a federal common law is weak because the United States Supreme
Court has acknowledged the patent clause does not eliminate the state's police power over
fraud in the assignment of an existing patent. Allen v. Riley, 203 U.S. 347 (1906). Later, the
Court even said:
The Federal courts have exclusive jurisdiction of all cases arising under the patent
laws, but not of all questions in which a patent may be the subject-matter of the
controversy. For courts of a State may try questions of title, and may construe and
enforce contracts relating to patents.
New Marshall Co. v. Marshall Engine Co., 223 U.S. 473, 478 (1911) (emphasis added).
While both these cases involved post -invent ion transfers, the rule for/nr-invention transfers
probably would be the same. In Aronson v. Quick Point Pencil Co., 440 U.S. 257 (1979), the
Supreme Court said: "State law is not displaced merely because the contract relates to intellectual property which may or may not be patentable; the states are free to regulate the use of
such intellectual property in any mannernot inconsistent with federallaw."Id'. at 262 (emphasis
added). See Brulotte v. Thys Co., 379 U.S. 29 (1964) (forbidding the enforcement of a contract provision which exacted royalties after the patent's expiration).
This reasoning leads back to the question whether Congress has legislated in the area, so
that the dormant power would preempt any state law. 35 U.S.C. § 261 (1976) provides that
"Patents shall have the attributes of personal property." Taken alone, this sentence would
suggest Congress intended that state law would control invention assignments in employment
contracts, because personal property has traditionally been defined and regulated by state
law. The federal statute, however, continues: "Applications for patents, patents, or any interest therein, shall be assignable in law by an instrument in writing." This indicates not only
congressional intent to federalize the assignment ofpost -invention title, but also congressional
silence conceming/rr-invention title. Using the interpretative axiom, expressio maus est exclusio
a/terms, § 261 might even prohibit the assignment of a contingent (pre-assignment) interest.
On the other hand, strictly construing the statute as being in derogation of the common law
right of alienation, § 261 might even allow an oral assignment of the title to an invention
after it has been created but before a patent application has been filed. More likely, Congress
did not even consider pre-invention assignments.
The question, therefore, is whether the federal patent statutes, taken as a whole, leave
room for a federal common law for this particular issue—the pre-invention title to an invention. A federal common law exists for some aspects of the patent law. For example, the
Supreme Court applied a federal common law rule to eliminate licensee estoppel even though
the Court stated that state law controlled the interpretation of the patent assignment. Lear v.
Adkins, 395 U.S. 653 (1969). The Court noted the policy concerns and the need for a uniform
federal rule. Id. at 673-74.
A federal policy or interest, however, must significantly conflict with the use of state law
before a federal common law will be fashioned. Mirrce v. DeKalb County, 433 U.S. 25
(1977). Interpreting this rule, the Second Circuit has said that a desire for uniformity is an
insufficient reason to invoke a federal common law in private litigation. In re Agent Orange
Products Liab. Litig., 635 F.2d 987, 993 (2d Cir. 1980), cert denied, 454 U.S. 1128 (1981).
Although the author feels a national standard should apply, there is no compelling need for
such a uniform standard. Thus, the patent laws do not create a federal common law concerning the pre-invention title to patents.
Several courts have reached the same conclusion that state law determines an employee's
status. See Lion Mfg. Corp. v. Chicago Flexible Shaft Co., 106 F.2d 930 (7th Cir. 1939);
Papizian v. American Sted & Wire Co., 155 F. Supp. 111 (N.D. Ohio 1957); Toner v. Sobel-
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inventor's employment status.14 In addition, an employer has the
burden of proving that the inventor's employment status required
the inventor to assign a particular patent. ,s An inventor's obligation
to assign his patent depends on his employment status when he actually created the invention, rather than on any expectations when he
was hired.16 These expectations, however, are an indication of the
employee's status.17 The expectations can be broken down into three
categories. An employer can hire an employee and expect him to:
1) invent a specific thing (specifically-inventive employment), 2) generally exercise his inventive skills (generally-inventive employment),
or 3) not invent at all (non-inventive employment). 18
1.

Specifically-inventive Employment

An employee is hired to create a specific invention when his employer pays him to either invent a specific thing or solve a specific
problem.19 The inventor implicitly agrees to assign the resulting patent to his employer.20 The "specifically-inventive" employee, thus,
man, 86F. Supp. 369 (ED. Pa 1949); Heath v. Zenkich, 107 III. App. 3d207, 437 N.E.2d 675
(1982); A & C Eng'g Co. v. Alherholi, 355 Mich. 677, 95 N.W.2d 871, art denied, 361 U.S. 824
(1959).
14 Standard Brands Inc. v. U.S. Partition & Packaging Corp., 199 F. Supp. 161, 176
(E.D. Wo. 1961).
15 Bandag, Inc. v. Morening, 259 Iowa 998, 146 N.W.2d 916 (1966). This u a factual
inquiry. E.F. Drew & Co. v. Rcinhard, 170 F.2d 679 (2d Or. 1948); Forberg v. Servel, Inc.,
88 F. Supp. 503 (S.D.N.Y. 1949). Previously assigning a patent to his employer implies that
an inventor agreed to assign other patents to his employer. Fish v. Air-O-Fan Products Co.,
285 F.2d 208 (9th Cir. I960); Marshall v. ColgatePalmolive-Pect Co., 175 F.2d 215 (3d Cir.
1944); Magnetic Mfg. Co. v. Dings Magnetic Separator Co., 16 F.2d 739 (7th Cir.), art
denied, 274 U.S. 740 (1927); Daniel Orifice Fitting Co. v. Whalen, 198 Cal. App. 2d 791, 18
Cal. Rptr. 659 (1962).
16 Houghton v. United States, 23 F.2d 386 (4th Cir), art denied, 277 U.S. 592 (1928);
Forberg v. Servel, Inc., 88 F. Supp. 503 (S D.N.Y. 1949); Oliver v. LockpoR Mills, Inc., 6
Misc. 2d 356, 163 N.Y.S.2d 317 (N.Y. Sup. Ct. 1956), mppeml dismissed, 163 N.Y.S.2d 356
(1957).
17 See United States v. Dubilier Condenser Corp., 289 U.S. 178 (1932).
18

See Gullette, State Legislatum Gootmmg Ownership eligkts m fmnrmtimt Under Employee Inven-

tion Agreements, 62 J. PAT. On: Soc'Y 732, 733 (1980). Gullette divides employment into
"specific inventive," "general inventive," and "non inventive." Courts often ignore this threetiered analysis, concentrating on whether the inventor was hired to create the disputed invention. If the inventor was not so hired, the courts sometimes call him a "general employee"
even though he was hired to invent. Set,e.g., United States v. Dubilier Condenser Corp., 289
U.S. 178 (1932).
19 Houghton v. United States, 23 F.2d 386 (4th Cir), art denied, 277 U.S. 592 (1928);
Forberg v. Servel, Inc., 88 F. Supp. 503 (S.D.N.Y. 1949); National Dev. Co. v. Gray, 316
Mass. 240, 55 N.E.2d 783 (1944).
20 Standard Parts Co. v. Peck, 264 U.S. 52 (1924); GUI v. United States, 160 U.S. 426
(1896); Solomons v. United States, 137 U.S. 342 (1890); North American Philips Co. v.
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has a contractual and equitable duty to assign a patent—even for an
invention created without his employer's help or knowledge.21
Courts, however, are reluctant to find a specifically-inventive employment agreement.22 They distinguish between employees hired to
invent and those hired merely to improve the embodiment of an
idea.23 Therefore, a direction to develop an already-created idea is
not a direction to invent.24
A more difficult problem arises when a specifically-inventive
employee creates an invention outside his assigned duties. Even a
specifically-inventive employee does not have to assign a patent
which is outside the scope of his employment if it is also unrelated to
his employer's business and immediate research.25 And, according to
the United States Supreme Court, a specifically-inventive employee
must only show that the invention is outside the scope of his employment.26 In United States v. Dubilier Condenser Corp. ,27 the United States
Supreme Court allowed a federal employee to retain his patent for
an invention which the government had paid another group within
his laboratory to invent. The Court reasoned the employment contract could not be so broadly construed as to imply an assignment of
Brownshield, 111 F. Supp. 762 (S.D.N.Y. 1953); National Dev. Co. v. Gray, 316 Mass. 240, 55
N.E.2d 783 (1944). See generalfy DELLER'S WALKER ON PATENTS §§ 376, 378 (2d ed. 1965).
21 Wellington Print Works, Inc. v. Magid, 242 F. Supp. 614 (E.D. Pa. 1965) (even an
employer who had breached his employment contract by not paying the inventor's salary has
a right to the patent); Daniel Orifice Fitting Co. v. Whalen, 198 Cat. App. 2d 791. 798-99, 18
Cal. Rptr. 659, 665 (1962); National Dev. Co. v. Gray, 316 Mass. 240, 55 N.E.2d 783 (1944);
Steranko v. Inforex Inc., 5 Mass. App. 253, 362 N.E.2d 222 (1977).
22 See Howe v. Floodmaster Mfg. Corp., 45 III. App. 2d 203, 195 N.E.2d 278 (1963) (a
complaint alleging the inventor was an employee was dismissed because he was actually an
independent contractor).
23 National Dev. Co. v. Gray, 316 Mass. 240, 55 N.E.2d 783 (1944); Detroit Testing Lab.
v. Robison, 221 Mich. 442, 191 N.W. 218 (1922). Research scientists, see Houghton v. United
States, 23 F.2d 386 (4th Cir.),«rt denied, 277 U.S. 592 (1928), and design engineers, see Lane
& Bodley Co. v. Locke, 150 U.S. 193 (1893), are specifically inventive employees, while a
general manager, see Hapgood v. Hewitt, 119 U.S. 226 (1886), is not a specifically inventive
employee because of his diverse administrative tasks. See generally Annot., 61 A.L.R.2d 386
(1958).
24 Cahill v. Regan, 5 N.Y.2d 292, 157 N.E.2d 505, 184 N.Y.S.2d 348 (1959). Designing,
constructing or devising a manufacturing method are not inventive tasks because they involve
applying an idea rather than creating one. United States v. Dubilier Condenser Corp., 289
U.S. 178 (1932); Banner Metals, Inc. v. Lockwood, 178 Cal. App. 2d 643, 3 Cal. Rptr. 421
(1960); Cahill v. Regan, 5 N.Y.2d 292, 157 N.E.2d 505, 184 N.Y.S.2d 348 (1959).
25 United States v. Dubilier Condenser Corp., 289 U.S. 178 (1932).
26 Id. at 187. The Court specifically found that the employees were ntx hired to invent.
Id. at 195. In his dissent. Justice Stone interprets the majority to mean that the employees
were not hired to create that specific invention. Id. at 213.
27 289 U.S. 178 (1932).
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all work-related patents.28
Justice Stone, in dissent, argued that an employee hired to invent, whether specifically or generally, had a duty to assign the patent on any invention within his employer's scope of business because
the employment contract implies that very purpose.29 Stone's position has received some support.30
2. Generally-inventive Employment
A generally-inventive employee is hired to pursue his creative
instincts, even if diverse from his assigned work;31 his employer anticipates no specific result or invention.32 An employee hired to generally exercise his inventive skills does not implicitly agree to assign any
resulting patents to his employer,33 although some courts infer an
agreement to assign patents arising from the inventor's work.34 In
Dubilier Condenser Corp., the Supreme Court held an employer may
own a generally-inventive employee's patent if the inventor created
the invention during working hours,33 the patent is within the employer's scope of business,36 or the inventor was assigned similar
tasks.37
28 / / . at 18748.
29 U. at 209. "(Ab the patent U the fruit of the very work which the employee ii hired to
do and for which he b paid, it should no more be withheld from the employer, in equity and
good conscience, than the product of any service the employee engages to render." /</. at 21).
30 Sa VeUicol Corp. v. Hyman, 405 III. 332, 90 N.E.2d 717, cat dtmed. 339 U.S. 966
(1930). A middle position would require an inventor to assign patents "incident" to his assigned duties. Sa Lion Mfg. Co. v. Chicago Flexible Shaft Co., 106 F.2d 930 (7th Cir. 1939).
31 Sa Gullette, aprt note 18.
32 U.
33 United States v. Dubilier Condenser Corp., 289 U.S. 178 (1932); Solomons v. United
States, 137 U.S. 342 (1890).
34 Sa International Pulverizing Corp. v. Kidwdl, 7 N.J. Super. 345, 71 A.2d 151 (1950).
A comment to the Restatement (Second) of Agency also states:
If, however, one is employed to do experimental work for inventive purposes, it u
inferred ordinarily, although not so specifically agreed, that patentable ideas arrived at through the experimentation are to be owned by the employer. This is
even more clear where one b employed to achieve a particular result which the
invention accomplishes.
RESTATEMENT (SECOND) o r AGENCY § 397 comment a (1958).

3) United States v. Dubilier Condenser Corp., 289 U.S. 178, 193 (1932). But set Blum v.
Commissioner, 183 F.2d 281 (3d Cir. 1950).
36 Oktiiur Cemdautr Corp., 289 U.S. at 193. Sa aim Belanger v. Alton Box Bd. Co., ISO
F.2d 87 (7th Cir. 1950).
37 IM&tr Comdntur Cmp., 289 U.S. at 193. Justice Stone summarized the Court's position somewhat differently in hb dissent:
The opinion of thb Court apparently rejects the distinction between specific employment or assignment and general employment to invent, . . . in favor of the
broader position . . . that wherever the employee's duties involve the exercise of
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The uncertainty in this area arises from the courts' unwillingness
to adopt a clear rule. The dilemma whether to give all the patent
rights to either the inventor or his employer forces courts to blur the
analysis to reach their desired result. A court, therefore, will avoid
the generally-inventive analysis by rinding either a specifically-inventive or a non-inventive employment status. Courts might be more
willing to articulate their reasoning if an intermediate position were
available to divide the patent rights between an inventor and his
employer.
3.

Non-inventive Employment

An employee who is not hired to invent does not impliedly agree
to assign any patent—even one created through his employment-—
because his salary is not intended to be compensation for inventing.38
While a non-inventive employee owns the patent, his employer may
have a non-exclusive license to use the invention. This license exists
either because the inventor used his employer's resources in creating
the invention or because his employer promoted the invention while
reasonably expecting a royalty-free use.39
This three-tiered employment status analysis divides patent
rights between an inventor and his employer according to reasonable
expectations. An employee hired to create a specific invention only
does what his employer expects when he- creates that invention. A
inventive powers, the employer u entitled to an assignment of the patent on any
invention made in the scope of the general employment.
U. at 213-14 (Stone, J., dissenting). For agreement with the author's interpretation of the
Court's position, see Fening v. Fast, 121 F.2d 531 (C.C.P.A. 1941); Milwaukee v. Activated
.Sludge, Inc. 69 F.2d 577 (7th Cir), art itmd, 293 U.S. 576 (1934); tul set International
Carrier-Call & Television Corp. v. R C A . , 142 F.2d 493 (2d Cir. 1944).
38 Small v. Heywood Wakefield Co., 13 F. Supp. 825 (D. Mass. 1936). In National Dev.
Co. v. Gray, the court noted:
One by merely entering an employment requiring the performance of services of a
noninventivc nature does not lose his rights to any inventions that he may make
during the employment, athough the employment may have afforded the opportunity or occasion for the conception of an idea which may lead to a patent and the
rendition of services in the course of his employment may have so enhanced his
mechanical skills, scientific knowledge and inventive facilities as to enable him to
develop and perfect the idea into a patentable article, and this is true even if the
patent is for an improvement upon a device or process used by the employer or is of
such great practical value as to supersede the devices or processes with which the
employee became familiar during his employment.
316 Mass. at 246, 55 N.E.2d at 786. Sa also Banner Metals, Inc. v. Lockwood, 178 Cal. App.
2d 643,3 Cal. Rptr. 421 (1960); RESTATEMENT (SECOND) OF AGENCY § 397 (1958). Sttgmrralfy HELLER'S, supra note 20, § 375.
39 National Dev. Co. v. Gray, 316 Mass. 240, 55 N.E.2d 783 (1944); stt notes 58-75 infra
and accompanying text.
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generally-inventive employee may exceed his employer's expectations. Thus, where a generally-inventive employment is involved, the
division of patent rights is more difficult, lending itself to a case by
case analysis. Finally, a non-inventive employee always exceeds his
employer's expectations when he creates an invention. As the foregoing suggests, the employment status analysis provides only broad categories which give the patent rights to one party or the other. This
works well in the extreme categories—specifically-inventive or noninventive employment, but does not accomplish an adequate distribution in the intermediate category—generally-inventive employment. A better analysis would apportion the rights in this
intermediate category according to each party's contribution.
B. Fiduciary Duty
Some employees, usually corporate officers and directors, have a
fiduciary duty not to compete with their employers. This duty may
require an inventor to assign a particular patent to his employer.40
Such a key employee, often called the employer's "alter-ego,"41 has
an obligation to promote his employer's best interest by assigning a
potentially-competing invention created during his employment. 42
Unlike the employment-status analysis,43 the fiduciary duty analysis
depends on a duty of loyalty rather than an implied agreement in
anticipation of invention.44 An inventor is required to assign a pat40 Dowse v. Federal Rubber Co., 254 F. 308 (N.D. III. 1918); Daniel Orifice Fitting Co. v.
Whalen, 198 Cal. App. 2d 791, 18 Cal. Rptr. 659 (1962).
41 In Dowsi, the court defined an "alter ego" a* "whether [the inventor] occupied such a
relationship to the corporation that he was its alter ego, in such a capacity that it is consistent
with good faith that he should recognize its ownership of the patents issued to him." 234 F. at
310. In a different context, such as establishing a shareholder's tort liability, "alter ego" is
more restrictedly defined as:
that the corporation is not only influenced and governed by that person, but that
there is such a unity of interest and ownership that the individuality, or separateness, of such a person and corporation has ceased, and the facts are such that an
adherence to the fiction would, under the particular circumstances, sanction a
fraud or promote injustice.
Associated Vendors, Inc. v. Oakland Meat Co., 210 Cal. App. 2d 825, 837, 26 Cal. Rptr. 806,
813 (1963). To avoid confusion, this note substitutes the term "fiduciary duty" wherever
possible. When "alter ego" appears, the author intends the Dotes* definition to apply.
42 Dowse v. Federal Rubber Co., 254 F. 308 (N.D. III. 1918).
43 Set notes U-39ii^n7 and accompanying text.
44 The cases do not clarify whether the fiduciary duty theory rests on an implied contract
or equitable considerations. Set Preis v. Eversharp, Inc. 154 F. Supp. 98 (E.D.N. Y. 1957)
(based on implied contract); Grove v. Grove Valve & Regulator Co., 4 Cal. App. 3d 299, 84
Cal. Rptr. 300 (1970) (based on equity). If based on contract, the alter-ego can modify his
duty to assign by specifically contracting otherwise. See Preis v. Eversharp, Inc., 154 F. Supp.
98 (E.D.N.Y. 1957); Daniel Orifice Fitting Co. v. Whalen, 198 Cal. App. 2d 791, 18 Cal.
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ent to his employer under the fiduciary-duty analysis, if the employer
can show: I) the inventor was under a fiduciary duty to his employer;
2) the inventor had an obligation to assign that type of patent; and
3) the obligation to assign the patent existed when the invention was
created.
Application of the alter-ego theory requires that the inventor
have a fiduciary duty not to compete with his employer.** State corporate
law determines who has this fiduciary duty.46 Employment alone
does not create a fiduciary duty not to compete with one's employer.47 Rather, this fiduciary duty requires the existence of a confidential relationship48 and actual control over the operation of the
employer's business49—an alter-ego relationship.
Once an employer establishes this fiduciary duty, the employer
must prove the alter-ego had an obligation to assign the specific type of
invention to avoid unfair competition with the employer.30 Most state
corporate laws prohibit officers and directors from competing directly with the corporation by usurping a "corporate opportunity."51
Rptr. 659 (1962). If bated on equity, the alter-ego cannot contractually modify his fiduciary
duty, but may raiie equitable defenses «uch as laches or unclean hands. The author believes
the contract theory better suits modern practice because of the need for flexibility to suit
individual circumstances.
45 Dowse v. Federal Rubber Co., 254 F. 308 (N.O. 111. 1918); Melin v. United States, 478
F.2d 1210 (Ct. CI. 1973). The alter-ego theory arose in a corporate setting but also applies to
partnerships. See Burr v . D c U Vergne, 102 N.Y. 415, 7 N.E. 366 (1886).
46 Tripp v. United States, 406 F.2d 1066 (Ct. CI. 1969).
47 United States v. Snepp, 595 F.2d 926 (4th Cir. 1979) (a contract can create a fiduciary
duty but not all contractual duties are fiduciary); Banner Metals, Inc. v. Lockwood, 178 Cal.
App. 2d 643, 3 Cal. Rptr. 421 (I960)(the position's title is not controlling); National
Rejectors, Inc. v. Trieman, 409 S.W.2d 1 (Mo. 1966)(en banc).
48 Vigitron. Inc. v. Ferguson, 120 N.H. 638, 419 A.2d 1115 (1980). The existence of a
confidential relationship must be determined from the state corporate laws.
49 Melin v. United States, 478 F.2d 1210 (Ct. CI. 1973). Thus, a president who is the
majority stockholder, LeFiell v. United States, 162 Ct. CI. 865 (1963); Grove v. Grove Valve
& Regulator Co., 4 Cal. App. 3d 299,84 Cal. Rptr. 300 (1970), an elected president, Preis v.
Eversharp, Inc., 154 F. Supp. 98 (E.D.N.Y. 1957), a vice-president for development, Daniel
Orifice Fitting Co. v. Whalen, 198 Cal. App. 2d 791, 18 Cal. Rptr. 659 (1962), a vice-president and sales manager, Diversey Corp. v. Mcrtz, 13 F. Supp. 410 (N.D. III. 1936), and even a
non-officer who actually runs the business, Transparent Ruler Co. v. C-Thru Ruler Co., 129
Conn. 369, 28 A.2d 232 (1942), have a fiduciary duty to assign potentially competing inventions to their employers. A general manager, on the other hand, does not have such a fiduciary duty because he can compete with his employer. Holders Mfg., Inc. v. Cudd, 80 Idaho
557, 335 P.2d 890 (1959). Even a vice-president, general manager and principal shareholder
is not his employer's alter-ego if another person actually runs the business. Melin v. United
States, 478 F.2d 1210 (Ct. O. 1973).
50 Detroit Testing Lab. v. Robison, 221 Mich. 442, 191 N.W. 218 (1922).
51 See Davis v. Alwac Intl, Inc. 369 S.W.2d 797 (Tex. Civ. App. 1963); HENN, LAW OF
CORPORATIONS § 236 (2d ed. 1970). Set mitt Science Accessories Corp. v. Summagraphics
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Other states, applying a broader rule, forbid officers and directors
from even creating a "conflicting interest."52 Finally, a few states,
applying a narrower rule, only prevent officers and directors from
obtaining an opportunity learned through "official duties."53 The
conflicting interest rule apportions patents most equitably because it
embodies the modern opinion of a corporate officer's fiduciary duties.
Under that rule, an employer receives patents which would directly
compete with its products, while the alter-ego retains the opportunity
to create in subject areas where his employer does not compete.5*
Finally, an employer must prove the inventor created the invention while under an obligation to assign the resulting patent to the
employer.55 An inventor does not have to assign a patent simply because he later becomes an alter-ego of an employer needing his invention.56 Likewise, a former alter-ego does not have to assign a
patent for an invention created after leaving his position, even if he
had worked on the same problem while an alter-ego.57
The fiduciary duty analysis prevents an influential employee
from abusing his confidential position or defrauding a trusting employer. The analysis, therefore, fulfills legitimate business expectations. Like the employment-status analysis, the fiduciary duty
analysis varies somewhat from state to state depending on the state
corporate law. Unlike the employment status analysis, the fiduciary
duty analysis is well suited to actual situations because it focuses on
relatively clear-cut principles of confidentiality and fiduciary duty.
C. Shop Right
Even if an inventor owns a patent, his employer may have a
Corp., 425 A.2d 957 (Del. 1980)(a corporate opportunity is something the corporation is
financially able to undertake, within its line of business and one it is interested in).
52 See Daniel Orifice Fitting Co v. Whalen, 198 Cal. App. 2d 791, 800-01, 18 Cal. Rptr.
659, 667 (1962)(the law demands a scrupulous observance of an officer's duty not only to
protect the corporate interest but also to refrain from doing anything that would injure the
corporation or deprive it of profit which his skills might properly bring it); HENN, supra note
51, §237.
53 Set Detroit Testing Lab. v. Robison, 221 Mich. 442, 191 N.W. 218 (1922); HzHti, supra
note 51, §237.
54 The conflicting interest test does not require an alter-ego to assign patents which the
corporation would be indifferent to or only marginally benefit from. The corporation, on the
other hand, is protected from the alter-ego keeping a potentially competing invention.
55 Melin v. United States, 478 F.2d 1210 (Ct. a . 1973).
56 Melin v. United States, 478 F.2d 1210 (Ct. CI. 1973); Grove v. Grove Valve & Regulator Co., 4 Cal. App. 3d 299, 84 Cal. Rptr. 300 (1970).
37 Set Danid Orifice Fitting Co. v. Whalen, 198 Cal. App. 2d 791, 18 Cal. Rptr. 659
(1962); Steranko v. tnforex, Inc., 5 Mass. App. 253, 362 N.E.2d 222 (1977).
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"shop right," a license to use the invention, because the inventor
either used his employer's-resources in creating the invention, 58 or
allowed his employer to promote the invention with the expectation
of royalty-free use.59
A shop right is an employer's royalty-free, non-exclusive, and
non-transferable license to use an employee's patented invention. 60
An employment relationship does not automatically create a shop
right.61 Rather, the employer must establish, under state law, 62 an
implied contract creating a shop right.63 Therefore, if the inventor
and his employer have already entered into an express agreement
concerning patent rights, a court will not infer a shop right.64
An inventor who uses even a small amount of his employer's
time, facilities or money to develop an idea, may impliedly give his
employer a shop right in the resulting invention.65 Although courts
38 United Stales v. Dubilier Condenser Corp., 289 U.S. 178 (1932); Banner Metals, Inc.
v. Lockwood, 178 Cal. App. 2d 643, 3 Cal. Rptr. 421 (I960).
59 Set Gill v. United States, 160 U.S. 426 (1896); Melin v. United States, 478 F.2d 1210
(Ct. CI. 1973); Hobbs v. United States, 376 F.2d 488 (5th Cir. 1967), maUJM, 451 F.2d 849
(5th Cir. 1971); Consolidated Vultee Aircraft Corp. v. Maurice A. Garbell, Inc., 204 F.2d 946
(9th Cir.), art denied, 346 U.S. 873 (1953); Cahill v. Regan, 5 N.Y.2d 292, 157 N.E.2d 505,
184 N.Y.S.2d 348 (1959).
60 United States v. Dubilier Condenser Corp., 289 U.S. 178 (1932); Marshall v. ColgatePalmolive-Peet Co., 175 F.2d 215 (3d Cir. 1949); Banner Metals, Inc. v. Lockwood, 178 Cal.
App. 2d 643, 3 Cal. Rptr. 421 (1960). Generally, a direct employer-employee relationship
must exist to give rise to a shop right. Hobos v. United States, 376 F.2d 488 (5th Cir. 1967).
Bui see Francklyn v. Guilford Packing Co., 695 F.2d 1158 (9th Cir. 1983). Courts disagree
over whether a shop right is a contractual or equitable right. Set, e.g., Gemco Eng'g & Mfg.
Co. v. Henderson, 151 Ohio St. 95, 84 N.E.2d 596 (1949).
61 Aero Bolt & Screw Co. v. Iaia, 180 Cal. App. 2d 728, 5 Cal. Rptr. 53 (I960); Banner
Metals, Inc. v. Lockwood, 178 Cal. App. 2d 643, 3 Cal. Rptr. 421 (1960).
62 U.
63 United States v. Dubilier Condenser Corp., 289 U.S. 178 (1932); Gill v. United States,
160 U.S. 426 (1896); Neon Signal Device, Inc. v. Alpha-Claude Neon Corp., 54 F.2d 793
(WD. Pa. 1931); Banner Metals, Inc. v. Lockwood, 178 Cal. App. 2d 643, 3 Cal. Rptr. 421
(I960). Older cases alternately applied a contract or equitable estoppel theory. See Annot.,
61 A.L.R.2d 356, 363 (1958).
64 Jamesbury Corp. v. Worchester Valve Co., 443 F.2d 205 (1st Cir. 1971); B.F. Gladding
& Co. v. Scientific Anglers, Inc., 139 F. Supp. 236 (E.D. Mich. 1956); Aero Bolt & Screw Co.
v. Iaia, 180 Cal. App. 2d 728, 5 Cal. Rptr. 53 (I960). If the employer pays royalties for the
invention's use, a court will not infer a shop right. Gemco Eng'g & Mfg. Co. v. Henderson,
151 Ohio St. 95,84 N.E.2d 596 (1949). An employer who tells an inventor to stop working on
an idea waives any accrued shop right. Dewey v. American Stair Glide Corp., 557 S.W.2d
643 (Mo. App. 1977).
65 United States v. Dubilier Condenser Corp., 289 U.S. 178 (1932); Papazian v. American Steel & Wire Co., 155 F. Supp. 111 (N.D. Ohio 1957). In Dubilitr Condenser Corp., the
Supreme Court said:
[WJhere a servant, during his hours of employment, working with his master's
materials and appliances, conceives and perfects an invention for which he obtains

1989
874

THE NOTRE DAME LAW REVIEW

[April 1983]

may be liberal in creating shop rights,66 they at least require that the
inventor have used some of his employer's resources.6' For example,
a shop right may be established if an inventor works on his invention
for a short time "during the hours of employment." 68 Even if an
inventor creates an invention on his own time, his employer may receive a shop right if the inventor used the employer's facilities in creating the invention.69 This may be true even if the use is minimal. 70
An employer also obtains a shop right by developing an invention with the reasonable expectation of royalty-free use." However,
the employer must reasonably rely on an inventor's conduct which
manifested assent to the free use.
A shop right exists for the life of the patent even if the employment relationship terminates earlier.72 Under the shop right, the ema patent, he must accord his master a non-exclusive right to practice the invention. . . . Since the servant uses his master's time, facilities and materials to attain
a concrete result, the latter is in equity entitled to use that which embodies his own
property and to duplicate it as often as he may find occasion to employ similar
appliances in his business.
289 U.S. at 188-89. Since the DuHlier Cmdmstr Carp, decision, the shop right concept has been
broadened to include instances when only one factor is present. See Hobbs v. United States,
376 F.2d 488 (5th Cir. 1967); Consolidated Vultee Aircraft Corp. v. Maurice A. Garbell, Inc.,
204 F.2d 946 (9th Cir. 1953); Gemco Eng'g & Mfg. Co. v. Henderson, 151 Ohio St. 95, 84
N.E.2d 596 (1949); Dewey v. American Stair Glide Corp., 557 S.W.2d 643 (Mo. App. 1977).
66 See, e.g., Consolidated Vultee Aircraft Corp. v. Maurice A. Garbell, Inc., 204 F.2d 946
(9th Cir. 1953). But see Hobbs v. United States, 376 F.2d 488 (5th Cir. 1967).
67 McNamara v. Powell, 256 A.D. 554, 11 N.Y.S.2d 491 (1939).
68 Gemco Eng'g & Mfg. Co. v. Henderson, 151 Ohio St. 95, 84 N.E.2d 596 (1949).
"Hours of employment" is narrowly defined, so it excludes lunch hour and aftework hours.
Dewey v. American Stair Glide Corp., 557 S.W.2d 643 (Mo. App. 1977). But, officers are not
limited to those restricted hours. Wellington Print Works, Inc. v. Magid, 242 F. Supp. 614
(ED. Pa. 1965).
69 Kinkade v. New York Shipbldg. Corp., 21 N.J. 362, 122 A.2d 360 (1956).
70 Traditionally, minimal use, such as $4.20 worth of welding equipment, created a shop
right. Consolidated Vultee Aircraft Corp. v. Maurice A. Garbell, Inc., 204 F.2d 946 (9th Cir.
1953). See also Callahan v. Capron, 280 F. 254 (D.R.I. 1922). Some forward-looking courts,
however, have ignored such trivial use because employees routinely use small quantities of
their employer's material for non-inventive purposes. Aero Bolt & Screw Co. v. Iaia, 180 Cal.
App. 2d 728, 5 Cal. Rptr. 53 (1960); Banner Metals, Inc. v. Lockwood, 178 Cal. App. 2d 643,
3 Cal. Rptr. 421 (1960); Dewey v. American Stair Glide Corp., 557 S.W.2d 643 (Mo. App.
1977).
71 Francklyn v. Guilford Packing Co., 695 F.2d 1158 (9th Cir. 1983); Davis Harvester
Co., Inc. v. Long Mfg. Co., 252 F. Supp. 989 (E.D.N.C. 1966), affd, 373 F.2d 513 (4th Cir.
1967).
72 Tin Decorating Co. v. Metal Package Corp., 29 F.2d 1006 (D.C.N.Y. 1928), affd, 37
F 2d 5 (2d Cir.), ctrL armed, 281 U.S. 759 (1930). At one time, the continued existence of a
shop right depended on whether the inventor still worked for that employer. See City of
Boston v. Allen, 91 F. 248 (1st Cir. 1898)(at that time, a shop right for an invention embodied
in a machine only lasted as long as the machine continued to operate while a shop right in a
process continued for the life of the patent).
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ployer can make, use, and sell articles embodying the patented
invention.73 This right, however, does not permit the employer to
sell articles outside his normal range of business.74 The employer
cannot voluntarily transfer the shop right, but a legal successor, such
as a bankruptcy receiver or a successor corporation, can exercise the
shop right."
The shop right doctrine equitably distributes patent rights between an inventor and his employer—the inventor retains the patent's title and his employer obtains the invention's free use. The shop
right doctrine attempts to divide the patent rights between an inventor and his employer rather than give the rights to one or the other.
If courts, following the modern trend, ignore minimal uses, the shop
right doctrine will adequately reflect the parties' presumed intent.
D. Express Contract
Most modern employers, unwilling to allow vague common law
doctrines to determine their patent rights, use express written contracts to allocate patent rights between themselves and their employees.76 The overwhelming majority of states77 allow these contracts
which usually transfer all of the inventor's patent rights to the employer in return for the inventor's regular salary.78 Consequently, the
employer can plan a steady expense rather than risk the unprojectable future costs of obtaining the patent rights at a later date.
73 Brown v. Ocean Drilling It Exploration Co., 374 A.2d 842 (Del. Ch.), rm'd on other
grounds, 403 A.2d 1114 (Del. 1977); Gemco Eng'g & Mfg. Co. v. Henderson, 151 Ohio St. 95,
84 N.E.2d 594 (1949).
74 Francklyn v. Guilford Packing Co., 695 F.2d 1158 (9th Cir. 1983); Thompson v. American Tobacco Co., 174 F.2d 773, 778 (4th Cir. 1949).
75 Lane & Bodlcy Co. v. Locke, 150 U.S. 193 (1893) (employee continued to work for
successor); General Paint Corp. v. Kramer, 68 F.2d 40 (10th Cir. 1933), cert denied, 292 U.S.
623 (1934)(a parent corporation cannot use its subsidiary's shop rights as long as they retain
their separate corporate identities); Neon Signal Devices Inc. v. Alpha-Claude Neon Corp., 54
F.2d 793 (WD. Pa. 1931); Wilson v. J.G. Wilson Corp., 241 F. 494 (CD. Va. 1917). Bui see
Hapgcod v. Hewitt, 119 U.S. 226 (1886). See general!} DtU-fcR's, supra note 20, §409.
76 See Orkin, supra note 2. These agreements supercede the common law. Jamesbury
Corp. v. Worchester Valve Co., 443 F:2d 205 (1st Cir. 1971). Once a particular contract is
found invalid, the employer's rights will be determined under the common law. See Steranko
v. Inforex, Inc., 5 Mass. App. 253, 362 N.E.2d 222 (1977).
77 California, Minnesota, North Carolina and Washington have statutory restrictions on
invention assignments in employment contracts. See notes 117-22 infra and accompanying
text. State law controls the interpretation and validity of express patent assignments. Combs
v. Plough, Inc., 681 F.2d 469 (6th Cir. 1982); Stanfield v. Osborne Industries, Inc., 7 Kan.
App. 416, 643 P.2d 1115 (1982); A & C Eng'g Co. v. Atherholt, 355 Mich. 677, 95 N.W.2d
871,«rt denied, 361 U.S. 824 (1959); Arena v. Coldelite Corp., 205 U.S.P.O.. 566 (N.J. Super.
1979).
78 See Orkin, supra note 2.
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Unfortunately, the law imposes few restrictions on these express
contracts.79 In consideration for a terminable-at-will employment
contract,80 an employee may even assign inventions created before
his employment,81 and those to be created after he resigns.82 While
an inventor theoretically can attack an employment contract requiring a patent assignment like any other contract,83 courts are generally unsympathetic to the inventor.84
The courts seem to ignore the employer's inherently stronger
bargaining position and superior legal knowledge. For example, employment contracts that assign patents rarely fail for lack of consideration because the inventor's continued employment is considered
adequate compensation.85 Also, public policy does not prohibit an
employee from assigning his future inventions.86 Patent rights, like
other property rights,87 can be alienated before coming into exist79 Set DuPont Rayon Co. v. Paley, 4 F. Supp. 290 (N.D. III. 1933), aft/, 71 F.2d 856 (7th
Cir. 1934), where the district court stated:
There is a modem philosophy to the effect that earned income should be more
liberally returned to the individual making it possible, but until such policy shall be
reflected in legislation invalidating a contract of sale of invx itive labor, this court is
powerless to afford relief against situations which parties, mentally competent, have
created for themselves.
4 F. Supp. at 292.
80 Goodyear Tire & Rubber Co. v. Miller, 22 F.2d 353 (9th Cir. 1927); Magnetic Mfg.
Co. v. Dings Magnetic Separator Co., 16 F.2d 739 (7th Cir.), cert denied, 274 U.S. 740 (1927).
81 Rotary Lift Co. v. Clayton, 127 F. Supp. 176 (D. Mass. 1954); Holders Mfg. Co. v.
Cudd, 80 Idaho 557, 335 P.2d 890 (1959).
82 Conway v. White, 9 F.2d 863 (2d Cir. 1925).
83 See Conway v. White, 9 F.2d 863 (2d Cir. 1925); Rotary Lift Co. v. Clayton, 127 F.
Supp. 176 (D. Mass. 1954).
84 See Stedman, The Employed Inventor, the Public Interest, and Horse and Buggy Law in the Space
Age, 4 N.Y.U. L. REV. I (1970), reprinted in 2 PAT. L. REV. 207 (1970).
85 Fish v. Air-O-Fan Products Co., 285 F.2d 208 (9lh Cir. 1960); Conway v. White, 9
F.2d 863 (2d Cir. 1925). Previously negotiated employment might not be new consideration
for a subsequent assignment agreement. Hewett v. Samsonite Corp., 32 Colo. App. 150, 507
P.2d 1119(1973). &*j&>Muenzerv.W.F.AJohnBamesCo.,9Ill. App. 2d 391, 133 N.E.2d
312 (1956) (employee's salary tied to sales rather than invention). In states where the adequacy of consideration can be challenged, an inventor may argue his employer did not give
enough consideration because the employee's salary was only paid for his normal duties. See
generally CALAMARI & PERILLO, CONTRACTS § 4-3 (2d ed. 1977).

86 Conway v. White, 9 F.2d 863 (2d Cir. 1925). But see Alam, Employer's Obligations Regarding Employee Inventions—A New Perspective, 8 EMPL. REL. L.J. 463 (1982), for a strong argument why public policy should limit these agreements. See generally DELLER'S, supra note 20,
§373.
87 The courts do not distinguish between patent rights and more concrete property
rights. The author believes that intellectual property rights are considerably different because they are not attributable to any particular individual before they come into existence
and the potential owner can prevent the rights from vesting in himself but cannot guarantee
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cnce.88 Using the fiction of equal bargaining position, courts have
refused to void these adhesion contracts as unreasonable,89 unconscionable,90 or against public policy.91 But, modern developments in
adhesion contract theory may mitigate these harsh results.
The inventor's best chance to successfully attack the assignment
contract is to allege fraud in its execution. The inventor, however,
must "clearly and cogently" prove fraud.92 In Roberts v. Sears Roebuck
& Co. ,93 the United States Court of Appeals for the Seventh Circuit
affirmed a jury award94 of one million dollars in damages to an inventor whose employer had fraudulently obtained a patent assignment. The court held that Sears, during the licensing negotiations,
breached its fiduciary duty to Roberts, its employee, by fraudently
misstating the invention's ownership, patentability, and market
value. The court noted that these misstatements were made worse by
the existence of an employment relationship, the exchange of confidential information, and the disparity in age, intelligence, and busithey will come imo existence. But see Muenzcr v. W.F. & John Barnes Co., 9 III. App. 2d 391,
406 (1956)(inventive talents can be contracted for just as mechanical skills).
88 Graham v. John Deere Co., 383 U.S. I (1966)(rejecting the natural rights theory);
Conway v. White, 9 F.2d 863 (2d Cir. 1925). See generatfy DELLKR'S, supra note 20, § 347.
89 Conway v. White, 9 F.2d 863 (2d Cir. 1925). A tum-of-the-century case holds that an
employer's threat to fire an inventor for refusing to assign a patent does not constitute duress.
Barr Car Co. v. Chicago & N. W. Ry., 110 F. 972 (7th Cir. 1901), cert, denied, 186 U.S. 484
(1902). An employer does not even unreasonably coerce an inventor by saying the inventor
will have difficulties finding another job. Rotary Lift Co. v. Clayton, 127 F. Supp. 176 (D.
Mass. 1954). Modern notions of reasonableness and duress probably would change these
results.
90 Patent & Licensing Corp. v. Olsen, 188 F.2d 522 (2d Cir. 1951); Guth v. Minnesota
Mining & Mfg. Co., 72 F.2d 385 (7th Cir. 1934), cert denied, 294 U.S. 711 (1935); Goodyear
Tire & Rubber Co. v. Miller, 22 F.2d 353 (9th Cir. 1927); Conway v. White, 9 F.2d 863 (2d
Cir. 1925). The theory of unconscionability has undergone drastic changes in recent times, so
these old cases may be inapplicable. See Stedman, supra note 84.
91 Conway v. White, 9 F.2d 863 (2d Cir. 1925).
92 DuPont Rayon Co. v. Paley, 4 F. Supp. 290 (N.D. III. 1933),«/V, 71 F.2d 856 (7th Cir.
1934). See also Arena v. Coldelite, 205 U.S.P.Q. 566 (N.J. Super. 1979)(an inventor's mistake
in law—thinking he had to assign his patent to his employer—does not create a cause of
action without the addition of fraud).
93 573 F.2d 976 (7th Cir),art denied, 439 U.S. 860 (1978), m remand, 617 F.2d 460 (7th
Cir.), cert denied, 449 U.S. 975 (1980).
94 The jury awarded damages while the Seventh Circuit, on remand, refused to allow
restitution. Like most employer-employee cases, most issues are factual questions. Consolidated Vultee Aircraft Corp. v. Maurice A. Garbell, Inc., 204 F.2d 946 (9th Cir. 1953); Banner
Metals, Inc. v. Lockwood, 178 Cal. App. 2d 643, 3 Cal. Rptr. 421 (1960). It is rare for such
issues to be tried before a jury because, rather than seeking damages, the parties often seek
equitable relief—either the employer wants an injunction requiring the inventor to assign a
patent, or the inventor asks the court to rescind an already executed agreement. See North
American Philips Co. v. Brownshield, 111 F. Supp. 762 (S.D.N.Y. 1953). Juries might be
more sympathetic to the employed inventor.
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ness experience between Sears' patent attorney and Roberts, a
teenager.93 Thus, at least one circuit court has imposed a duty of fair
dealing on an employer negotiating with his employee over rights to
the employee's invention.
An inventor may also attack the duration of a patent assignment
clause in an employment contract. An inventor can freely assign an
invention created before his employment. 96 This is not a serious
problem because both parties have an idea of the invention's value
which can be reflected in the employee's salary. But, an employment
contract's assignment of patents for inventions which might be created after the inventor has terminated his employment (a trailer
clause) raises unfair competition questions.97
Trailer clauses98 are a product of the tension between an inventor's rights to create, and to seek future employment—and his employer's right to protect confidential information. An inventor has a
right to use skills and knowledge gained through prior employment;99
thus, his former-employer cannot require him to forego his inventive
powers.100 In addition, an employee has the right during his employment to plan to compete with his employer once he has resigned.101
The employer, however, can protect his confidential information for
95 573 F.2d at 983. Roberts, age 18, invented a quick release socket wrench. He filed a
patent application and submitted his invention to Sears, his employer. After conducting several tests to determine the invention's value. Sears knowingly underrepresented the invention's value in its licensing negotiations with Roberts. In addition, Sears channeled some
work to Robert's patent attorney, creating a conflict of interest. When Roberts discovered the
real value of his invention, he sued for damages. Once the jury awarded damages, Roberts
amended his complaint to seek rescission of the original licensing agreement and an accounting of Sear's profits. In a followup case, the Seventh Circuit, relying on a choice of remedy,
refused to allow the district court to force Sean to restitute its unjust enrichment. Roberts v.
Sears Roebuck & Co., 617 F.2d 460 (7th Cir). cert denial, 449 U.S. 975 (1980). Sears had
already voluntarily reassigned the patent to Roberts. As a result, Sean made forty-four million dollars on Roberts' patent and only paid him one million dollars. 617 F.2d at 467
(Swygert, J., dissenting).
96 Rotary Lift Co. v. Clayton, 127 F. Supp. 176 (D. Mass. 1954). The court will not
imply such an assignment. Rigging Int'l Maim. Co. v. Cwin, 128 Cat. App. 3d 594, 180 Cal.
Rptr. 451 (1982).
97 SH United Shoe Mach. Co. v. La Chapelle, 212 Mass. 467, 99 N.E. 289 (1912).
98 A trailer clause binds an inventor to assign the patent for any invention created by
him during some limited time following the termination of his employment. Doherty & Iandiorio, The Law of the Employed Inventor—Timefira dump?, 57 MASS. L.Q. 27, 36 (1972).
99 National Rejectors, Inc. v. Triemari, 409 S.W.2d I (Mo. 1966)(en banc); Welex Jet
Servs., Inc. v. Owen, 325 S.W.2d 856 (Tex. Civ. App. 1959).
100 Welex Jet Servs., Inc. v. Owen, 325 S.W.2d 856 (Tex. Civ. App. 1959). See also Hickory Specialties v. B & L Laboratory, Inc., 592 S.W.2d 583 (Tain. App. 1979).
101 National Rejectors, Inc v. Trieman, 409 S.W.2d I (Mo. 1966)(en banc).
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a reasonable time.102 An employer can also prevent an employee
from creating an invention while employed and saving it until after
he resigns.103
Because of this tension, a trailer clause is not void per se; rather,
the clause's reasonableness determines its validity.104 A clause is unreasonable if it: 1) extends beyond any apparent protection which
the employer reasonably requires; 2) prevents the inventor from seeking other employment; or 3) adversely impacts the public.,oi Therefore, a trailer clause is valid when limited to a reasonable time106 and
to the subject matter an inventor worked with or had knowledge of
102 G T I Corp. v. Calhoon, 309 F. Supp. 762 (S.D. Ohio 1969). But stt Armorlite Lens
Co. v. Campbell, 340 F. Supp. 273 (S.D. Cat. 1972) (former employee only required to assign
patents based on the employer's confidential information).
103 New Jersey Zinc Co. v. Singmastcr, 71 F.2d 277 (2d Gr.), art daitJ, 293 U.S. 591
(1934); National Dev. Co. v. Cray, 316 Mass. 240, 55 N.E.2d 783 (1944); International Pulverizing Corp. v. Kidwell, 7 N.J. Super. 345 (1950). But sa Jamesbury Corp. v. Worchester
Valve Co., 443 F.2d 205 (1st d r . 1971) (employee could take idea short of invention even if in
bad faith).
104 Universal Winding Co. v. Clarke, 108 F. Supp. 329 (D.Conn. 1952)(the court emphasized the inventor had no prior experience in the field and the limitation covered an insignificant fraction of the machine design field). Sa gmmlfy DELLER'S, supra note 20, § 374.
105 Dorr-Oliver, Inc. v. United States, 432 F.2d 447 (Ct. CI. 1970); G T I Corp. v.
Calhoon, 309 F. Supp. 762 (S.D. Ohio 1969); Universal Winding Co. v. Clarke, 108 F. Supp.
329 (D. Conn. 1952).
106 A court will uphold a one-year restriction on inventing in a particular field, Universal
Winding Co. v. Clarke, 108 F. Supp. 329 (D. Conn. 1952), but will strike down a broad five
year restriction on inventing as an unreasonable restraint of trade, G T I Corp. v. Calhoon,
309 F. Supp. 762 (S.D. Ohio 1969).
The Clarkt court explained in dicta one of its reasons for upholding a restriction:
In the long run, the public is better served by giving a year's head-start in the
competitive race to a manufacturer who has ventured his capital and skill in research and in the practical application of the accumulation of his knowledge and
experience in that field, than by leaving such a one to start the race at scratch with
a competitor having no such stake in the business.
108 F. Supp. at 334. Compare the Clmkt court's reasoning with the dicta in Calhoon striking
down a restriction:
First, a court could not enforce such a restraint. . . . Second, such restraint would
be unduly harsh. . . . Third, a court has no power to compel an employee to erase
from his mind knowledge which he has acquired from his employer.
With respect to the question of whether the provision of [the] contract requiring [the inventor] to assign all ideas and improvements for a period of five years
after termination of his employment contract is void against public policy, three
principals of law must be considered: I) Is the restraint reasonable in the sense that
it is no greater than necessary to protect the employer in some legitimate interest?
2) Is the restraint reasonable in the sense that it b not unduly harsh and oppressive
on the employee? 3) Is the restraint reasonable in the sense that it is not injurious to
the public?
309 F. Supp. at 767, 773.
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during his employment.107
Adhesion contracts shift what well-reasoned balance is found in
the employment-status, fiduciary-duty, and shop-right analyses to an
employer dominated situation. Because of the employer's strong bargaining position, he can deprive an inventor of his patent rights
before the invention even comes into existence. Unfortunately, the
existing law in most states does not prevent an employer from causing this imbalance. The legislature should restore this balance by
limiting an inventor's power to contract away his patent rights.
II. Statutory Modifications
The common law methods for distributing patent rights may
result in an inequitable distribution. These methods arose in an era
when employees had few rights but employers were too small to take
full-advantage of the legal imbalance.108 But, as employers have
grown more powerful, they have been able to obtain more and more
employee patent rights through contracts. Even where the employer
does not overreach in the contract, a more fundamental problem exists simply because the modern employee has no immediate stake in
his invention. If an inventor contracts away his present interest in an
undiscovered invention, he may be unwilling to undergo the risks
associated with promoting his invention. Thus, without the potential
for direct gain from his invention, an inventor may abandon a radical proposal rather than risk his employer's displeasure.
Several alternative statutory schemes would improve the present
common law system of allocating patent rights between an inventor
and his employer. Most reformers agree that the employed, inventor
is undercompensated.109 However, they differ over what method
would properly increase the inventor's compensation and what
107 One court has stated:
Hold-over dames are simply a recognition of the fact of business life that employees
sometimes cany with them to new employers inventions or ideas so related to work
done for a former employer that in equity and good conscience the fruits of that
work should belong to that former employer. In construing and applying hold-over
clauses, the courts have held that they must be limited to reasonable times . . . and
to subject matter which an employee worked on or had knowledge of during his
employment. . . . Unless expressly agreed otherwise, an employer has no right
under a hold-over clause to inventions made outside the scope of the employee's
former activities, and made on and with a subsequent employer's time and funds.
Dorr-Oliver, Inc. v. United States, 432 F.2d 447,452 (Ct. CI. 1970). Even if a trailer clause b
unreasonable, some courts will enforce the clause to the extent it is reasonable. Sa Guth v.
Minnesota Mining & Mfg. Co., 72 F.2d 385 (7th Cir. 1934), art. daatJ, 294 U.S. 711 (1935).
108 Sa Stedman, afin note e4.
109 Sa Orkin, supn note 2.
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amount the employer should retain as compensation for his investment in research and development." 0
Other countries use various statutory approaches. Some countries limit the inventor's ability to alienate his patent rights, either by
preventing him from assigning potential patent rights before an invention is created,"1 or by requiring him to retain an interest in his
patented invention." 2 Many countries require an employer to share
an invention's value with the inventor." 3 Finally, most socialist
countries award the inventor a bonus for each patented invention." 4
This country needs similar statutory reform. In the past five
years, four states115 have enacted statutes prohibiting an employer
from requiring the assignment of certain inventions as a condition of
employment. Congress has considered several bills" 6 requiring an
employer to share an invention's value with the inventor and prohibiting an employer from requiring the assignment of certain inventions as a prerequisite to employment.
A. Stale Statutes
The state statutes attempt to prevent an employer from abusing
his unequal bargaining power. These statutes limit the type of inventions which an employer can contractually require an inventor to
assign. Under these statutes, the employment-status, fiduciary-duty,
110 Id
111 Set Neumeyer,supra note 1 (Japan).
112 U. (Austria).
113 Id. (Denmark, West Germany and Sweden). In 1977, the United Kingdom replaced
its common law employee patent right distribution system with a statutory compensation
scheme similar to the other members of the Common Market. The Patent Act of 1977, § 3943, 47 HALSBUKY'S STATUTKS.OK ENCLAND 1052-58 (3d ed. 1977). Under the 1977 English
Patent Act, an inventor retains all patent rights except ones made: a) "in the course of [his]
normal duties [or onesj.specifically assigned to him, and . . . an invention might reasonably
be expected1* [generally-inventive employment] or b) the inventor "had a special obligation to
further the interests of the employer's undertaking" [a fiduciary duty). Id. § 39. The inventor's compensation depends on his duties and remunerations, his efTort and skill in making the
invention, other people's contribution to the invention, and the employer's contribution in
creating and developing the invention. Id. § 41.
This well-drafted English statute appears to adapt the common law catagories to a statutory compensation scheme. American reformers should examine the results in England, and,
perhaps, the United States should follow the English lead. For a genera] interpretation of the
English statute, see Reid, Employee Imentums Under the Patent Act 1977, 1979 J. Bus. L. 350.
114 Set Neumeyer, supra note 1 ( U S S R ) .
115 California, Minnesota, North Carolina, and Washington. The Wall Street Journal
Article, supra note I, reported that Illinois passed similar legislation, but Enlow, Employer and
Employee Agreements, 1982 PAT. L. ANN. 103, noted the legislation was only pending, and the
author verified that fact.
116 Brown (1947), Moss (1971), Hart-Owens (1974) and Kastenmeier (1981).
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and shop-right tests remain largely unchanged. The statutes differ
only slightly in which types of inventions are assignable and in who
has the burden of proving whether a particular invention falls within
the category of those which must be assigned.
In 1977, Minnesota passed the first "freedom to create" statute." 7 The statute voids, as against public policy, any provision in
an employment agreement which requires an inventor to assign an
invention which was created without using his employer's "equipment, supplies, facility or trade secret," which is unrelated to the employer's business or research, and which did not result from work the
inventor performed for his employer. The inventor has the burden of
proving that a particular invention falls within the statutory
prohibition." 8
Washington's freedom to create statute is based on the Minnesota statute. Under the Washington statute, however, the employer
has the burden of proving the statute applies to a particular invention." 9 The California statute 120 does not require as direct a relationship between the subject matter of the invention and the
employer's business as the other state statutes.' 2 ' This difference
favoring the employer is mitigated since the legislative intent indicates that the term employer should be read narrowly.122
These state statutes restore a contractual balance between the
inventor and his employer. Under these state statutes, however, an
117 MINN. STAT. § 181.78 (1977).
118 Id. The Minnesota statute reads: "Any provision . . . which provides . . . shall not
apply . . . . " so the inventor has the burden of proving the provision's existence and its
illegality.
119 WASH. REV. CODE ANN. §49.44.140(1979). The Washington statute reads: "A provision . . . which provides . . . does not apply . . . unless . . . ." Thus, the statute leaves the
employer with the final burden of proof once the inventor establishes the prima facie case.
120 CAL. LAB. CODE §§ 2870, 2871 (West 1979).
121 The California legislature eliminated the word "directly" from the Minnesota statute.
Thus, an invention which has many applications, including one useful to the employer, is
covered by the California statute while the other state statutes may allow the inventor to
retain the patent.
122 The California statute's author submitted the following statement to the legislature
during deliberations:
In order to ensure that the patent rights of employees do not fluctuate wildly de- .
pending upon the market position of an employee's remote parent corporation, it a
necessary to declare as the legislative intent of AB 474 that in a corporation having
multiple divisions, affiliates, subsidiaries, profit centers or companies, the term employee (sic) as used in AB 474 shall relate only to the division, affiliate, subsidiary,
profit center, or company (whichever unit is smallest) rather than to the parent
corporation.
Gullette, supra note 18, at 752 (Cullette's emphasis deleted).

1998
[Vol. 58:863]

NOTES

883

inventor still must assign certain patents without present or future
compensation. Therefore, they do not address the more fundamental
problem of giving the inventor a stake in his invention.
B.

Proposed Federal Statutes

Several proposals designed to improve the rights of the employed inventor have been introduced into Congress. The earliest
measure, the Brown Bill,123 would have invalidated any patent assignment in an employment contract.124 This extreme solution was
soundly defeated.123 In the late sixties, Congressman Moss' 26 introduced a bill which would have required an employer to share an
invention's value with its inventor.127 The Moss Bill died in committee. 128 A bill introduced in 1974, the Hart-Owens Bill,129 which also
died in committee, 130 would have required that a minimum of two
percent of an invention's value be given to the inventor. In 1981,
Congressman Kastenmeier131 introduced two bills. The first would
have prohibited an employer from requiring pre-inventidn assignment of certain inventions;132 the second sought to establish an arbitration board to award adequate compensation to the inventor.133
Although Congress did not enact Kastenmeier's bills, the growing
number of state statutes may pressure Congress to create a national
standard.
1.

The Moss Bill

In 1969 Congressman Moss introduced a bill seeking to eliminate employment agreements as a method of allocating patent rights
123 The bill was named after Congressman George E. Brown, Jr., D. Cal.
124 H.R. 4932, 88th Cong., lit Sen. (1963), nprmUd in Orkin, J^ro note 2, at 657,mx/toduadas H.R. 5918, 89th Cong., In Sen. (1965).
125 See Orkin, supra note 2.
126 Congressman John E. M a s was a Democrat from California.
127 H.R. 15512,91st Cong., 1st Sen. (1969), repealed im 116CONC. REC. 744 (1970),««frt>dmcedas H.R. 1483, 92d Cong., 1st Sen. (1971).
128 See Orkin, supra note 2.
129 S. 1321, 93d Cong., 1st Sess. (1973) (introduced by Sen. Gary Hart, D. Col.), reprinted
in 119 CONC. REC. 9102, and H.R. 7111, 93 Cong., 1st Sen. (1973) (introduced by Rep.
Owens, D. Utah). The bill was a general revision of the patent law.
130 Set House Hearings, '*Pm note 1131 Congressman Robert W. Kastenmeier b a Democrat from Wisconsin.132 H.R. 4732, 97th Cong., 1st Sen. (1981), reprinted a 24 PAT. TRADEMARK & COPYRIGHT J. (BNA) 375 (Aug. 12, 1982).
133 H.R. 6635, 97th Cong., 2d Sen. (1982), reprinted en 24 PAT. TRADEMARK & COPYRIGHT J. (BNA) 376 (Aug. 12, 1982).
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between an inventor and his employer.134 The bill, modeled after the
West German Patent Law,13* divided inventions into service inventions—inventions related to the employer's business, and free inventions—all other inventions.136
The bill would have required an inventor to offer any service
invention to his employer. The employer, upon accepting the invention, would have had to compensate the inventor for his portion of
the invention's fair market value. This value would have been based
on the value of a license to use the invention, the employer's actual
savings or profit from using the invention, and the price the employer would have paid another to create the invention.137
The Moss Bill died in committee, possibly because it was such a
radical revision of the existing law. 138 Several objections to the Moss
Bill were advanced.' 39 While most of the objections are easily dismissed, one, that the proper recipient and appropriate compensation
would be difficult to determine, fatally faults the Moss Bill. Although the bill sought to establish an arbitration board to settle disputes over an inventor's compensation, the system would have relied
on private settlements to avoid being overburdened. In addition, the
Moss Bill did not provide real guidelines to establish an invention's
value and the inventor's share of that value.
2.

The Hart-Owens Bill

In the next Congress, Senator Hart and Congressman Owens
introduced a bill (the Hart-Owens Bill) that would have invalidated
any provision in an employment contract that required an inventor
to assign a patent or patent application to his employer for less than
two percent of the "profit or savings."140 The Hart-Owens Bill,
therefore, only established minimum compensation—an employer
could agree to give the inventor a higher percentage. Apparently,
134 H.R. 15312, smpm note 127.
133 St Gullette, supra note 18, at 739; Orion, supra note 2, at 638.
136 H.R. 15512, supra note 127.
137 U. Stt also Sutton & Williams, supra note 2, at 563.
138 Sa Gullette, supra note 18, at 740.
139 The major objections to the MOB Bill were 1) it rewards inventors rather than promotes the progress of the useful arts as the Constitution requires; 2) it interferes with the
freedom of contract; 3) it increases the costs of doing business; 4) the existing laws are adequate; and 3) the proper recipient and appropriate compensation are difficult to determine.
Sa Sutton & Williams, supra note 2, at 568-83. Sutton and Williams favored the enactment
of the Most bill
140 S. 1321 and H.R. 1\\\,supra note 129. Ortun points out that most employed inventors
receive less than the the minimum two percent, so the bill would have generally improved the
inventor's compensation. Orion, supra note 2, at 661.
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the bill would not have eliminated the common law methods for an
employer to obtain the invention.141 Thus, the Hart-Owens Bill
would not even have guaranteed the two percent unless the invention
fell outside the employment-status and fiduciary-duty tests.
Unlike the Moss Bill, the Hart-Owens Bill did not propose an
arbitration system—the inventor and his employer were expected to
negotiate the percentage. The bill did seek to give the Patent Commissioner the authority to establish procedures to implement the system, but the inventor's basic remedy would have been to sue his
employer: The bill, therefore, would have only slightly modified the
existing distribution of rights while substantially raising the inventor's compensation.
The Hart-Owens Bill would have established a workable, selfpatrolling system. Unfortunately, like the Moss Bill, the Hart-Owens
Bill died in committee. 142
3.

The Kastenmeier Bills

In the Ninety-Seventh Congress, Congressman Kastenmeier introduced two bills to protect the employed inventor.143 The first
bill144 sought to prohibit an employer from exacting a pre-invention
patent assignment agreement from an inventor unless the invention
is an "employment invention." The bill defined an employment invention as one made by an employee during his term of employment.
An employment invention also had to be based on the inventor's normal or assigned duties, inside technical information acquired from
his employer, or a fiduciary relationship.145 Additionally, an employment invention had to relate to the employer's actual or contemplated business.146 The bill also would have totally eliminated
patent trailer clauses.147 Moreover, it would have limited an employer's shop right to instances where the inventor made substantial
141 S. 1321 and H.R. 7111, supra note 129. Orlcin suggests the bills are so poorly worded
that the employer would be able to to stop royalty payments after the inventory employment
terminates, or the inventor would be able to regain the entire patent rights if the employer
fails to pay the minimum two percent royalty. Orlcin, supra note 2, at 661.
142 Set //tarings, supra note 1.
143 H.R. 4732, supra note 132, and H.R. 6635, supra note 133.
144 H.R. 4732, supra note 132. This bill is modeled on the Moss bill and existing German
law. Set //tarings, supra note I.
145 H.R. 4732, supra note 132, § 402.
146 U.
147 Id. § 403(b). This seems to ignore the problems of trade secrets discussed in notes 98107 supra and accompanying text.
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use of his employer's time, material, facilities, or funds.148
Kastenmeier's second bill 149 proposed a mandatory compensation system for employed inventors. First, the bill divided employee's
inventions into service inventions and free inventions. Service inventions are made during the period of employment and have either
"grown out of the type of work performed by the employee" or are
"derived from experiences gained on the job." 130 All other inventions are free inventions in which the inventor retains all the patent
rights.151 An employer could release a service invention either by
failing to diligently prosecute the patent application or by releasing
the invention in writing. 1 " Alternatively, an employer could claim a
service invention, but had to adequately compensate the inventor.153
If an inventor and his employer could not agree, an arbitration
board would determine the inventor's compensation. 154 The bill also
sought to protect the inventor by prohibiting an employer from discriminating against an inventor who filed a complaint before the arbitration board.155
These proposed federal statutes are all pro-inventor. They also
share a common problem—the government would ultimately determine the inventor's compensation. This would create a myriad of
bureaucratic problems, such as protracted appeals, lengthy delays,
and difficult enforcement. The statutes also would require an employer to project the inventor's compensation at an early date—even
before the employer begins production. The inventor, on the other
hand, risks his employer's retaliation in seeking an undetermined
compensation.156 The administrative remedies provided in these bills
148 Id. § 403. This does away with the trivial use problem described in notes 65-70 smpm
and accompanying text.
149 H R 6635, Jipm note 133.
150 Id. § 402(3). This ambiguous language would attract lawsuits. The concepts could be
better stated as: resulting from a) duties the employer has specifically assigned the inventor
or b) the employer's trade secrets. (This formula, however, requires the inventor to assign a
much narrower range of inventions than the language in the current bill.)

151 Id. §402(4).
152 /<•. §413.
153 Id. §412.
134 Id. § 414(b). The Patent Commissioner was to appoint a three member arbitration
board. / / . § 435. The bill determines the invention's value using its lair market value discounted to reflect the inventor's position and the employer's contribution. Id. § 414(a).
155 Id. §438.
156 Before he confronts his employer, an inventor must determine that the potential
award of the invention's share outweighs the problems of confronting his employer. The
inventor may have only vague notions of his invention's value because be lacks the ability to
conduct marketability tests. His employer, on the other hand, may desire to conduct extensive studies before marketing the invention.
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can only sink the government deeper into the regulatory quagmire.
III.

A New Proposal

The state statutes are necessary because they protect the inventor by reducing his employer's ability to obtain a patent unrelated to
the inventor's work. These statutes, however, do not solve the more
fundamental problem of stimulating progress in the useful arts by
giving an inventor a stake in his invention. The proposed federal
statutes also fail to create a definite stake because an inventor must
confront his employer to receive an undetermined compensation. A
better solution would provide a clearly-defined boundary between an
inventor's and his employer's rights.
As one possible alternative, Congress15' could create a "reverse
shop right" which would require the inventor to retain a royalty-free,
non-exclusive, singly-transferable158 license to use any patent assigned to his employer. This reverse shop right would make the inventor more valuable because he could sub-license his invention to a
new employer upon changing jobs. The license's value would be an
element of the inventor's new salary. Thus, employers would bid on
a valuable inventor not only for his future achievements but also for
his past accomplishments. Determining compensation, therefore,
would presumably be easier. The reverse shop right would also avoid
the administrative burden of the proposed federal statutes because
salary negotiations rather than an arbitration board would determine the inventor's compensation.
An employer faces many uncertainties in developing an invention. Presently, he can eliminate one uncertainty by paying his research staff a salary independent of any invention's value. The Moss,
Hart-Owens, and Kastenmeier bills prohibited this practice, thus imposing two additional uncertainties—the invention's value and the
inventor's share. The reverse shop right adds only one uncertainty—
how much money it will take to keep the inventor from finding other
employment. Additionally, the risk of the inventor changing employers might only arise if the invention is valuable. Employers may
be more willing to face this risk than the two uncertainties involved
in the proposed bills. Inventors would certainly favor the reverse
157 The author hopes that the reader it convinced of the need for a national solution.
Congressional action will avoid the the possible problems raised in note 13 sufin.
158 "Singly-transferable" means that the inventor can only license one employer at c turn.
Thus, if he had multiple employers, an inventor could only license one employer under his
rcveise shop right. But, if the inventor switched jobs, he could transfer the reverse shop right
to his new employer.
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shop right to the complicated administrative process provided by the
other legislative proposals.
Precedent exists for a court to find a reverse shop right. In Mainland Industries, Inc. v. Timberland Machine & Engineering Corp. , , w the Oregon Court of Appeals left open the possibility of a reverse shop right
although it refused to create one under the particular circumstances. I60 While acknowledging the concept's novelty, the court saw
the clear analogy to the shop right doctrine. Another pioneer court
has already held that an employee has a right to use trade secrets
which he created for his former employer.161 Courts, however, may
be reluctant to expand the employee's traditional right to use skills
and knowledge learned through employment, 162 by following Mainland Industries and actually finding a reverse shop right. Congress,
therefore, should remove all doubt by amending the patent laws to
create a reverse shop right.
IV.

Conclusion

The current common, law methods for distributing patent rights
between an inventor and his employer do not maximize inventiveness because an employer can obtain an inventor's patent rights
before the inventor has even created his invention. Courts should
critically examine pre-invention patent assignments and void, as
against public policy, unconscionable and anticompetitive
agreements.
A few states have improved the inventor's situation by enacting statutes preventing an employer's overreaching. In addition, various
congressmen have introduced bills to amend the patent laws to give
the inventor a stake in his invention. Congress, however, has not responded to the need for a national standard. Nevertheless, congressional action is needed not only to alleviate the problems of the
employed inventor but also to standardize the law.
159 58 Or. App. 585, 649 P.2d 613 (1982).
160 The court resumed that the inventor did not have an equitable right to a «hop right
became not only wa> he paid to invent but he abo tried to hide the invention from his employer. 649 P.2d at 618. Miller, Mainland's employee, created the invention in 1976 but did
not reveal it to hii employer—he even reported that there was no solution to the problem.
Later, two months before the patent was issued. Miller retired and formed Timberland.
Timberland raised the reverse shop right issue as a defense to infringment. 649 P.2d at 618.
161 Wesler v. Greenberg, 399 Pa. 569,160 A.2d 430 (1960). Wtxltr has generally not been
followed. Set, t,g., Basic Chora., Inc. v. Benson, 231 N.W.2d 220 (Iowa 1977).
162 Reid v. Mass Co., Inc. 133 CaL App. 2d 293,318 P.2d 54 (1937); National Rejectors,
Inc. v. Trieman, 409 S.W.2d I (Mo. 1966)(en banc); Wde» Jet S e n * , Inc. v. Owen, 323
S.W.2d 856 (Tex. Civ. App. 1959).
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An unwillingness to impose a regulatory framework onto the
employment relationship has stymied federal reform. A self-executing scheme, therefore, must be found which will allow the parties to
work out an invention's value without government interference.
One solution may be to create a reverse shop right in the inventor. An inventor would receive a royalty-free, non-exclusive, and singly-transferable license to use any patent which he assigns to his
employer. This right would enable the inventor to bargain for a
higher salary based on his invention's value.
The American inventor must receive adequate compensation for
creating unique solutions to our daily problems or he will not continue to look for these solutions. While an employer should also receive adequate compensation for his efforts in researching and
developing the infant invention, the law must protect an inventor
from his employer's possible overreaching. America's inventive fire is
flickering—whether it dies out or continues to burn brightly depends
on whether the patent law adequately rewards both the inventor and
his employer.
William P. Novell
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and regardless of where or by whom they were made, and to determine
as soon as feasible whether they should be patented, published, or laid
aside without action—this authority being removed from the agencies.
This suggestion, if implemented, would probably result in more uniform
treatment of Government-owned inventions; effect savings by concentrating
patent activities in a single group; tend to reduce the number of patent
applications filed; increase the number of inventions published and, it is to be
hoped, bring about commercialization of those inventions which the public,
and industry, would find useful but which arc not now being exploited
because of the lack of patent ownership in one person or corporation.
Jf the reader likewise concludes that the proposal advanced lacks detail
and omits reference to many facts and circumstances which have bearing upon
the feasibility of the plan he will likewise be justified. The number of Board
members, nature of its stalf, location, etc., are not suggested.
It is believed, however, that in this changing world in which governmental
participation in research, both here and abroad, is increasing, and national
patent policies are being formulated, it is high time to pull loose ends together
and that consideration of a central authority should be seriously undertaken.
It is the writer's belief that the one result of beneficial nature which
would follow establishment of such a Board would be a substantial decrease
in the patenting of Government-owned inventions. This would be helpful in
that the cost of preparing such applications would be reduced and the Patent
Office spared much trouble and expense. The effectiveness of publications as
defensive documents could be enhanced by legislative action if found to be
necessary for the full protection of the Government.
A Board such as that proposed might also be vested with authority to deal
with comparable organizations of other nations, cooperating with the Department of State in international negotiations. It might usefully serve the nation
by encouraging invention in various ways, this being of the first importance in
diis day of technological competition. If established, it might be helpful in
eliminating the possibility that research efforts be inadvertently duplicated,
although primary responsibility to prevent diis from happening may be placed
elsewhere.
Everything considered it is believed that substantial advantage may result
from the establishment of such a Board or authority and that serious study
is warranted.
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A GOVERNMENT PATENT POLICY FOR EMPLOYEE INVENTIONS
Wilson R. Maltby *
I. T H E OBJECTIVE OF A PATENT POLICY IN RELATION TO THE INVENTOR.

One can hardly contribute usefully to a developing national policy without
advocating definite action toward a worthy goal, based, it may be, on a viewpoint
not yet fully stated. Specifically, the Government employee will be considered.
The viewpoint here urged concerns personal motivation so that the public
may gain from expanding, rather than diminishing, incentives for those who we
hope will contribute improvements to a growing economy. The action urged is
legislative enactment of provisions to enlarge these incentives for making innovations, discoveries, and inventions. 1 The goal is a fuller use of the creative
abilities of American engineers and scientists, especially those who now have
scant and fleeting impetus from our patent system, because they are the employees
of Government 2 or industry. As such they may be under obligation to sunender
all rights in their most important inventions if these are related to their assigned
duties.
Our present national policy for promoting science and the useful arts may
not reach a majority of those creating the inventions now patentable.' Those
• D e p u t y Chairman and General Counsel, Government Patents Board; B.A., Milton
College, 1930; M.A., University of Wisconsin, 1933, L.L.B., George Washington L'niveisiiy, 1919;
Member Virginia Bar, FBA Committee of General Counsels, APLA Coiniiiiiicc on Government
Patent Policies, ABA, and formerly Navy Staff Palcnt Attorney.
Editor's Note: This article was prepared prior to the issuance of Executive Older 10930 of
March 24, 1901 (26 Fed. Reg. 2583-daily issue of Mar. 28, 1901) which abolished the Government Patents Board and transferred its functions to the Secretary of Commcicc.
' T h e author is persuaded that the historically strong incentive of the U.S. patent system
was a major lorcc in building up of the American economy, and would like to see it both restored in the public esteem and extended to subject matter not now regarded as paienlnblc.
T h e provisions here advocated arc in supplement to the patent system. They are directed to
encouragement of employees beyond salary, since salaries, particularly under Civil Service
and military pay plans, do not reward even the outstanding producers of new ideas, innovations and discoveries. T h e employee of industry may similarly go largely unrewarded fi.i
his improvements and inventions used by the Government.
'The Government Employees' Incentive Awards Act, 68 Stat. 1112 (1954), 5 I'SC 2121-23.
was passed in recognition of this need. But this act, for a number of reasons, has not become
a strong force for encouragement of the type of innovations, discoveries or inventions with
which this discussion deals. During the Hearings on H.R. 7316, May 14, 1952. Chairman
Archie M. Palmer, representing the Government Patents Board, recommended including in
any resulting legislation; " ' a l l meritorious creative contributions, including inventions and
discoveries of basic principles, which are useful in the performance of any governmental
function or operation," " and a central Inventions Awards Board within some existing executive
agency was recommended to carry this out. Hearings before Subcommittee No. 2 ol the /louse
ludiaary Committer on H.R. 7316, 82d Cong., 2nd. Scss.. ser. 10, at p. 34 (1952).
T h e act passed in 1954 placed in the Civil Service Commission the rule making function.
Under present regulations those contributions directly related to the employee's duty may
not l>e the subject of an award; the function is primarily local rather than under a hoard;
the vast majority of awards arc for minor or trivial, rather than significant, comiibuiious; originality is not a prerequisite, often evaluation is by personnel or "industrial relations" officers
rather than scientific or patent personnel; and because it is an act relaiing to civilian employees, military personnel are not included, and no provision is made for awards to employees of Government contractors, even though their work may be entirely for the public
lienefit as is that of direct employees of the Government.
•See Distribution of Patents Issued to Corporations 193S-55, Study No. ) under S. Res. 167.
R4th Cong., 2nd Scss. (1956), which shows about 40% of patents arc now issued to individuals,
while nearly 60% issued to corporations (including the Government). Mr. Robert C. Watson.
Commissioner of Patents, reported to the American Patent I.aw Association at its meeting on
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making other discoveries and useful innovations4 are not included. What then u
our policy and toward what objective is it aimed?
If we pause a moment in our thinking on broad policy and look to the inducement offered to individuals who might devise for us some practicable means
for harnessing thermonuclear power, .or some better cancer treatment, we come
to a very basic question. Is it bur first concern to settle with good legal logic the
matter of who owns the fruit that falls freely from the tree of human imagination,
or to devise livelier forces to foster quicker growth of tree and fruit? It is the
author's view that the need to explore some new personal incentives is as vital
to the success of our policy as the need to make sure the man who works the
ground and tends the tree receives no benefit which might belong logically to the
owner.5
It is natural that we look closelytat the bargain made by the Government,
since Government funds directly support some 65 percent of the research and
development in the United States.' These expenditures account for about 10
percent of the budget, and are expected to increase. The funds are spent to encourage research, innovations and discoveries ' as well as to produce new goods
needed for defense and peaceful uses. Do we have a national policy oriented to
promote the maximum of new and useful improvements through effective encouragement of personal effort? The answer must consider the individual who
does the work. He may be hired by a large or small corporation, working under
Government contract, or he may be employed in a Government department or
facility. Quite similar inducements may serve to drive him to useful discoveries,
innovations and inventions, wherever he may be employed. Are the best and
the only inducements acceptable in our economy expressed in our laws?
Jan. 17, 1961 that only 27% of the patents are now Issued to individuals. A majority are thus
Inventions of employees who may not be in a position to be reached under the present laws
passed to encourage invention pursuant to Art I, Sec 8. of the United States Constitution:
"The Congress shall have the Power . . . T o promote the Progress of Science and
useful Arts, by securing for limited Times to Authors and Inventors the exclusive
Right to their respective Writings and Discoveries;''
• T h e scope of protectabillty has been recently extended to these new fields by some
countries. The new German Federation law (1957) mcriu special study as well suited to
present needs. It was published in Blatt /flr Patent-, Muster- und Zeichenvesen (edited by
German Patent Office) Vol. 8/9. pp. 218-24 (Aug./Sept. 1957). The area of coverage is much
enlarged. Including patentable inventions and proposals JOT technical improvements.
It is especially notable in setting out the requirement that employees in public and private service,
in civil service, soldiers, and teachers shall be compensated for their Inventions and proposals
for technical improvement
Prof. Konst Ratrarov of Geneva, Switzerland has studied the new incentives for encouraging
technical improvements adopted in some Eastern European countries and be reports some
remarkable successes; The New Structure of the Protection of Industrial Property in Eastern
Europe, 42 J. Pat. Oft Soc*y 59&620 (I960).
• It is the individual inventor who ultimately must nurture the tree, though the costs
may be paid by the Government, analogously considered the owner. What he may retain of
the fruits produced and what must go to the public warehouse is a matter of administration
for our present consideration.
•Expenditures for 1959-60 were about $12.4 billion. $9.4 billion by industry, $125 billion
by colleges, universities and non-profit institutions and $13 by Government agencies. The
Government supplied, directly about 57%. 59% and 100% of these amounts, respectively, totaling about $8 billion. Nat Sd. Found. BuilJL. Funds for Research and Development in the United
States I953-S9. NSF 59-65 (1959), NSF 60-45 (I960), and press releases NSF 60-146 (Aug. 24. 1960);
NSF 60-160 (Dec 6. I960) .
'Total United States funds for basic research estimate for 1959-60 were $1 billion, NSF60-146 supra, note 6; applied reataich for 1947 was 21%, according to Nat. Sd. Found, survey.
Funds for Research and Development in Industry 1957, NSF 60-49 (1960).
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It seems in the public interest to include in any emerging national policy
more effective means for stimulating the source of all ideas. This source may be
more in the motivated imagination of the individual than in the corporate management or the directorship of a laboratory of the Government If so, mere
declaration of a policy on ownership either by Government or industry hardly
reaches the core of the present need.* So long as we are in a struggle for survival
through technical and scientific innovations thie-»nicentives"oi*$e7past, while exceedingly successful, may not be enough.'
Two classes of inventois (enlarged to include innovations and scientific discoveries) are especially in need of further recognition, the employees of the Gcn>
ernment and of industry. An interesting comparison may be drawn between the
rights of the Government employee and those of the employee of industry. The
former, under our executive policy, in a majority of cases, is permitted to derive
a benefit from his invention, if he can find a commercial market, while his fellowworker in industry finds no such hope so long as he is subject to an employee
agreement to assign inventions to his employer. The Government employee is
not subject to such an agreement. Instead, rights under his inventions are subject
to provisions of Executive Order 10096 , 0 which provides for a decision on the
ownership of each invention, based on a stated executive policy and on equitable
considerations which have been spelled out in court decisions. However, it should
be kept in mind that the question of a public policy for Government employee
inventions involves considerations which are not necessarily part of the legal
reasoning of court decisions. In the absence of any contract or agreement die
private employee is, of course, subject to court-established principles generally
similar to those applying to Government employees.
• T h e lone inventor may find reward in patenting bit inventions under United States laws
designed for his encouragement, tipping the scales in his favor ai he seeks to compete with
established industry. But advancea industrialization and the trend to development by large
groups or laboratories have submerged the individual and often isolated him from these benefits, for he does not necessarily own any patent rights in his inventions whether he be an
employee of Industry or of the Government. The employee of industry may be required to
assign his rights, either because of his contract of employment or because of the court
derisions which apply the time-honored doctrines of the master-servant relationship. The
employee of the Government likewise may or may not be required to assign his rights to
the Government under the present policy. Furthermore, his inventions are often of application only in Government programs and may not have a ready commercial use. In most such
cases the Government is entitled to free use and he may not collect any royalties except for
non-governmental uses.
• For a critical review and some pertinent recommendations see Posnack, Inventions, Patents and Society, and Evaluation and Re-rvaluation, 20 Fed. B.J. 263-73, at 371-273. Elsewhere
much has been written of the decline in the stature of the inventor, both in the public esiccm, and in financial benefits arising from bis inventions. It is said that the professional
Inventor has nearly vanished from the American scene. A changing economy may require
emphasis on aspects of personal contribution not now recognized for protection or encouragement under existing patent laws. The need for new means to this end may be as great now
as when the Congress first passed a patent law to help build up an infant American economy.
C/. Machlup, An Economic Review o/ the Patent System, S. Res; 236, 85th Cong., 2nd Sess.,
Study No. 15 (1958) , which expresses uncertainty as to the value of the patent system. See also
Mrlman, The Impact of the Patent System on Research, S.Res. 236, 85th Cong., 2nd Sess., Study
No. 11 (1958), which asserts that the number of research scientists and engineers Increased
between 1941 and 1954 from 87,000 to 194,000 and the number of technical personnel from
42,000 to 691,000 while the number of patents granted decreased.
••Ex.O. 10096. 15 Fed. Reg. 389 (1950) 3 CFR 292 (1949-1953 compilation), states a uniform policy for the executive agencies of Government and provides for an advisory Hoard and
an administrative Chairman to effectuate the policy.
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11. BASIC CONSIDERATIONS AND THE DEVELOPMENT OF A UNIFORM POLICY.

Important to any policy for deciding when the Government should own any
or all rights in inventions made by its employees are two basic principles appearing often in direct conflict. One is based on sound legal logic and the other on
practical considerations for encouraging the.making, disclosure and utilization of
the inventive concepts.11
1. The master-servant doctrine, developed in the common law, holds that
when one employs another to perform specified work, and in doing so the
employee makes an invention that invention belongs to the employer, for he
has done only that which he was hired and paid to do. 12 It is acknowledged
that the employee of the Government is in the same situation as any other
employee.1*
•
2. Disclosures, as of inventions, are the means by which useful devices and
discoveries in the minds of individuals come into view for the public benefit,
and the enocuragement to disclose is the central aim of any patent system
for rewarding inventors. 14 Taking of full ownership by the employer
banishes such rewards as incentives either to develop embryonic ideas to
practical form or to disclose them when completed. 15
" T h e controversy OVCT Government patentpolicy, relative at least to employee inventions,
comes ultimately to a decision between those two solidly based principles. The many who
would treat as public property all patents on results of research and development done largely
at Government expense sec vividly the force of the master-servant relationship, whether the
inventor is a direct employee or indirect employee through contract. They sec an unjust enrichment to any private party who retains any exclusionary right in a patent on such Governmentsponsored effort. It is argued that the public must then pay twice for its products. On the other
hand the advocates for inducements to inventors would limit the trend to "socialization" of
patents in the interest of enhancing the national progress through personal motivations to
disclose inventions and to develop ideas and discoveries into practical form. While it is often
recognized that some of the public argument on both sides of this question might be in the
interest of possible personal financial gain, the question is nevertheless basic, and deserves the
careful weighing of unbiased review as in any other public policy.
" A famous dictum of Solomons v. United States, 137 U.S. 342, 346 (1890), confirmed in
Gill v. United States, 160 U.S. 426, 435 (1896), Standard Parts v. Peck, 261 U.S. 52. 59-60
(1924). The same view expressed in dictum in United States v. Dubilicr Condenser Corporation,
289 U.S. 178 at 187 (1933) which distinguishes that case-on principle. In Houghton v. United
States, 23 F2d 38C, (4th Cir. 1928) cert, den., 277 U.S. 592 (1928), the court acknowledges
the rule in the Gill and Peck cases, asserts the Dubilier rule, but distinguishes the case from
the ordinary case of an invention made by an employee, who, while discharging the duties
assigned in his department of service, conceives antl perfects an invention—the invention is
the property of the employee; and holds the Government entitled to an assignment because
the employee performed only the work and experiments he was assigned, the idea being that
of his superiors, and that no official of the Government was authorized to give away any
interest in it.
''United States v. Dubilier Condenser Corporation, supra, at 191; Gill v. United States,
supra, at 435: Houghton v. United States, supra, at 389.
" Art. I, Sec. 8, U.S. Constitution.
" W h i l e inventions of simple nature may be adapted to manufacture and sale with little
change, others require extensive engineering and design before they are suitable for marketing.
The protection for risk capital to do this, or to create the required wide public demand,
through advertising and promotion, is said to remain the major social objective for private
ownership of patent rights. It is widely urged that Government recruitment and retention of
highly qualified engineering personnel is hindered if title to their inventions is not left with
employees, who often could command much higher pay in private industry. It is also said
that resentment on principle and dissatisfaction with Government employment is engendered
if the employee is deprived of inventions which would be his property under pertinent court
decisions.
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Numerous analyses of the problem are available in publications devoted to patHit law. T h e contrasting views are often expressed either as the "title theory" or
the "license theory." i a
Conflict within the Government over these questions has a long history. Several leading court cases have served as guides but relate to specific factual situations, leaving to adiministrators the problem of applying.or distinguishing each
cisc as the facts appear in infinite"variety. No uniformity of approach emerged
;m<l different agencies applied the court rules with widely (Hireling results. In an
fdort to resolve the problem the National Patent Planning Commission, under
the chairmanship of Charles F. Kettering, was directed to study the question and
i(.-commend a policy.17 T h e Attorney General was later requested to make- recommendations, for which an extensive study was made. His report ,fi reviewed the
practices of the agencies and the various proposals for legislative action, none of
which had been enacted into law. He recommended the cstablishim nt of a < < niral agency, under the President, charged with Government-wide coordination to
eliminate conflicts of policy and to establish and administer procedures foi the
uniform treatment of all employee inventions. His views met strong opposition
on policy. Nevertheless, Executive Order 1009(5,9 was signed to establish a Government Patents Board, with members appointed by the respective heads ol ten
of the agencies most concerned with the problem. It placed all aiulioritv for
carrying out the prescribed function in a Chairman -° appointed In- the President,
the JJoard being advisory.
III.

PROCEDURE FOR RIGHTS DETERMINATIONS UNDER F.XF.CUTIYE ORDER

100M.

A.

Introduction.
There was thus established a governmental policy for allocation of rights in
employee inventions, except as otherwise provided by law.-1 In any summary of

"• For a comprehensive review of each theory and a middle ground based on an analysis
of court decisions, as well as the need for legislation to resolve the basic issues see Finncgan
v rogue, Federal Employee Invention Rights—Time to Legislate, 55 Mich. L. Rev. POlt-Ofi
(1957). 40 J. Pat. Off. Soc'y, 252-89 and 322-54 (195S). For a different view on legislation sec
lonnan. Federal Employee Invention Rights—What Kind of Legislation?, 40 j . Fat. Off.
Soc'y, 4G8-81 (1958). Sec also Forman, Patents—Their Ownership and Administration
h\ the
United Slates Government (1957), and Part I, United states Patent Ownership Pc.liiy and
^uiie of its Administrative Implications, 38 J. Pat. Off. Soc'v, 3SO-424 and 47S-.VM) (lpjfi).
" Ex.O. 8977, Dec. 12, 1941. A report was submitted in three parts in 1913, 1911 and 1915.
i<spcctivcly, advocating a policy generally within the "license theory."
'* The Report and Recommendations of the Attorney General to the President was published
in three volumes in 1947. It advocates the "title thcorv," and states inter alia in the Summary
'Volume I, P. 2 ) :
". . . [ T ] h e ownership of patent rights is not a necessary form of incentive to the
great majority of Government scientists and technicians."
It further recommends avoidance of any system of financial rewards, promotions or salary
inneases to employees on account of their making patentable inventions, for several reasons,
hut states that (at p. S):
"2. A general system of cash bonuses, promotions and salary increases for meritorious
suggestions or ideas, regardless of whether they are patentable or not. would be free
of these objections and may tend to remedy any inadequacies in the salarv structure.
3. A valuable form of incentive and award for outstanding scientific contributions and
suggestions within the Government would be public, official and professional recognition
of meritorious contributions."
"Supra note 10. For historical development see Forman, Patents Their Ownership and
Administration by the United States Goi<ernment, supra note 16.
"Chairman Archie M. Palmer, June 1950-June 1955; Chairman Benjamin B. Dowcll July
IIWNov. 1958; and Chairman Robb S. McLaughlin, Jan. 1959 to date.
" The Atomic Energy Commission is excluded in the Executive Order. Two other agencies
>re construed as excluded because of provisions of the acts creating thcin: The Tennessee
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that policy and its administrative workings differing (actual circumstances affect
the distribution of rights between employer and employee. Just as court decisions
recognize on a case-by-case basis the various factors presented, these same factors
require individual case-by<ase treatment under the excutive policy. 25 Decision*
are based on facts as reported, by the 'agencies.^. j _»- \
While a review of typical cases from the 3500 decisions by the Chairman
would be helpful to those presenting matters for his consideration, more space
would be required than is here allocated. T h i s discussion must be limited instead
to the broader aspects of administrative policy and procedure * 9 described in gen*
era! terms for those not necessarily expert in patent law matters.*4 A brief treatment of the procedural background is desirable to place the decision function
in perspective.
R. Initial Agency

Determination.

Under the Order each agency determines for itself when an invention has
been made, 2 5 and by whom. T h e Chairman is thus not directly concerned with the
rules governing originality, priority or patentability. These questions are left to
the employing agency which obtains from its employees written disclosures 1 8 of
any inventions made in the course of their work. T h e agency determines their
value to the G o v e r n m e n t " and investigates the circumstances of the origin of
those deemed to be significant 2 8 and patentable. 29
T h e agency then prepares a summary of facts in accordance with procedural
Valley Authority Act of 1933. 48 Stat. 58, 16 USC 831 (d); T h e National Science Foundation
Act of 1950, 64 Stat. 149. 42 USC 1871.
11
The Chairman has a reviewing function for the purpose of obtaining uniform application
of the policy, and in performing this function considers the criteria of the Order in the light
of pertinent court decisions as noted in Hearings Before Subcommittee No. 3 of the Houst
Committee on the Judiciary on H. J. Res. 454, 85th Cong., 2d Sess^ at pp. 25-26 (1958).
n
Operations under this Order arc not regarded as subject to the Administrative Procedure
Act inasmuch as the Chairman deals only with Government employees, not with the general
public, and holds no record hearing as such.
'* Agency reports are prepared in most cases by patent attorneys who also may prepare
and prosecute patent applications.
"Administrative Order No. 5, 37 CFR 3005 (1951) provides: "Each Government agency will
determine whether the results of research, development, or other activity within the agency
constitute invention within the purview of Ex.O. 10096." (Note 10, supra)
" Practical means for encouraging disclosures is regarded as the dominant objective of the
patent system, since no law or administrator can directly compel anyone to invent or do
original thinking, nor extract constructive products from another person's mind. Hence the
effort in most industrialized countries is to encourage disclosures by offering inducements,
either of patent ownership or by bonuses, awards, recognition, e t c T h e agencies involved in
research wish to get a maximum of disclosures, whether patentable or not, since these become
the stepping stones for further progress.
" Disclosures Judged to be of no interest to the Government are not usually investigated
or processed beyond an adverse decision as to value at the originating agency.
" Inventions of highly doubtful patentability and those believed patentable but not significant enough to justify consideration for patenting are usually not reported under the Order,
hut arc often released to the inventor subject to the requirement that he secure a righu
determination if he should file any patent application thereon. Agency rules and practices for
these evaluations differ according to the agency objectives.
"When an Invention disclosure appears unpatentable in subject matter, or because of
prior patents or statutory bars, it is usually dropped from agency consideration and the
inventor so notified. No report to the Chairman is made in most such cases, unless the inventor
believes otherwise and requests a decision on rights.
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instructions issued , 0 or approved '» by the Chairman, and makes a preliminary
determination of the rights of the inventor and of the Government, and notifies
die inventor of this determination. T h e employee has a right, within SO days of
notification, to appeal from such determination to the Chairman," who may appiovc, reverse or modify the agency determination.
If the agency determines that-the Ooyernment should leave any rights in the
employee,** a report is made to the Chairman for his review;*4 Ixjth on the right
of the Government to an assignment of all rights and on the right to assert a
royalty-free license for all governmental purposes,™ or otherwise leaving all equitable rights in the employee." T h e general requirements for reporting are set
out in Administrative Order No. 5 as supplemental by Proccdnr.il Instructions."
But if the agency requires an assignment to the Government of all lights under
the invention and no appeal is taken by the employee, the Chairman lias no further duty to safeguard the interest of the Government, or of the inventor, and a
report of the facts by the agency is not required."
T h e Executive Order also provides *• that when Government is entitled
to full ownership of an invention the agency concerned shall either file a patent
application thereon or make a full disclosure thereof to the Chairman, who may
cause such an application to be filed,40 or may cause it to be published. 41 Such
a report" is reviewed by the Chairman to determine whether the Government interest is thus protected, usually without a decision on the substantive right of the
'• Ex.O. 10096 (note 10 supra), para. 4 (b), provides that after consultation with the Government Patents Board the Chairman shall formulate and submit to the President for approval
tuch proposed roles and regulations as may be necessary or desirable to implement and
effectuate the policies, together with the recommendations of the Government Patents Board.
Administrative Order No. 5, 37 CFR 300.1 to S0O.11 (hereafter cited as A.O. 5 S —•) sets out
the substantive provisions of Ex.O. 10096, and the present basic procedure. It was signed by the
President, April 26, 1951. See also Revised Procedural Instructions issued pursuant thereto.
Jan. 10. 1955.
" Each agency prepares its own implementing regulations or instructions to carry out the
intent of the Order and these are subject to the approval of the Chairman, Ex.O. 10096 (supra
note 10), para. 6.
11
A.O. 5 §300.7 provides that the employee may appeal either from a determination that
the Government is entitled to all rights or to only a free license under the invention. The
agency may already have secured the employee's concurrence, but if not, a. 30 day period is
provided for appeal from the agency determination, after which he need not be granted further
"moderation. Accordingly, the agency holds the determination for 30 days after notification
and thereafter forwards it to the Chairman.
" Whether under Ex.O. 10096, para. 1 (b) or para. I (d); (A.O. 5 § 300.0 (b) 2. 4).
" This is required by A.O. 5 § 300.6 (c), and referred to as a "Report 6(c)."
" T h e Chairman also reviews the equitable right of the Government to the license if it is
decided that no right of assignment should be asserted. Ex.O. 10096, para. 1(b), infra note 74.
" If there is no basis in the reported facts for asserting any rights in the Government the
entire right, title and interest is left in the cmplovee subject to law, Ex.O. 10098, para. 1(d)
infra note 74.
" See note 30 supra.
u
Elimination of the reporting of facts in such a case was intended to ease the administrative
htirden when no contest as to rights was in prospect and a patent application would be filed
"ihject to a recorded assignment A.O. 5, supra note 30.
"Ex.O. 10096. para. 2(a), supra note 10.
" In the absence of funds or staff for this purpose the authority is seldom exercised except
by forwarding such disclosures to possible Interested agencies for their filing if deemed appropriate to their purposes.
»
41
Under current procedures publication is at the. Instance of the agency or of the employee
*ho may be seeking professional recognition.
•• A.O. 5 § 3003(e) : referred to as "8(e) reports."
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Government to an assignment of the invention. The employee has the right to
appeal from this agency determination, 43 which is seldom exercised. He is considered to have waived any such right if he failed to take an appeal within 30 days
of the agency's notification to him of its determination not to file, or to publish
,in lieu of filing.
When the Government is not entitled to .in assignment of all rights in an employee invention, which is therefore the property of the employee, the employee
may lilc a patent application at his own expense. Also, when the agency determines that the Government could reqtiiic an assignment, but has insnlficient interest in the invention to do so, it may also leave title in the inventor subject to a
royalty-free license to the Government, upon approval of the Chairman, and the
inventor may file a patent application at his own expense.44
»
Administrative Order No. 5 rccjuires that each agency determine the respective rights of the Government and the inventor in "any invention made by a Government employee while under the administrative jurisdiction of such agency" 45
but requires routine reports l 0 of rights determinations for the Chairman's review
only when the determination is to leave title in the inventor under the criteria
set o u t 4 7 either subject to a royalty-free license 4 8 or subject to law. 49
About 500 inventions in which the employee retains rights are currently being
reported each year. The number of cases in which the Government receives all
rights is not precisely known, since these arc not reported/' 0 Some agencies have
indicated that they have insufficient staff to process more than a fraction of die
disclosures actually received, and they release for private action by the inventor
those determined to be of lesser immediate value. In most such cases, no rights
determination is made unless the employee states that he desires to file a patent
application at his own expense.
C. Appeal By The Employee.
An employee who has been notified of the agency determination that an invention should be the property of the Government may take an appeal 31 directly
" Sujira note 32.
" In most cases the employee relics upon his agency to do this if the agency considers the
subject mailer of sufficient value to wariuut the considerable expenditure of tune and effort
involved in Tiling and prosecuting the application. The agency requires at least a royalty-free
license in return for this service. The positive assurance of this right provided through the
filing of a patent application subject to an executed license provides the justification for expenditure by the Government in the preparation of a patent application and its proseculion to an
issued patent, which is in all other respects the property of the employee. The right granted
may be stated in the patent if Tiled under 35 USC 2G6. It may also be recorded as a separate
document, an official listing at the United States Patent Office of such rights being provided for
public inspection as set out by Ex.O. 9424.
" A . O . 5 § 6 (a).
"Supra note 34.
"Infra nolc 74.
"Id., para. 1(b); A.O. 5 §300.6(b) 2.
" Id., para. 1(d); A.O. 5 § 300.0(b) 4.
" T h e Department of Agriculture determined rights in 526 cases between Jan. 23, 1950
and Dec. 31, 1956, and required assignments in 90% of these cases. The figure for the Navy
Department at that time was about 37% as reported by Finncgan & Pogue, supra, notes 16.
Other departments, e.g. Health, Education and Welfare, may have a very high percentage in
the title category, while others, e.g. Post Office may be very low.
" Supra note 32.
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to the Chairman, and a copy is provided for the employing agency. No fonn is
prescribed for this appeal and the employee may prepare it himself or seek the
help of an attorney. In many cases the appeal from the agency determination is
forwarded through the same office which prepared the original determination of
rights.82 If, upon review of the employee representations the agency concludes
that the inventor is entitled to retain ownership of an invention 53 previously couriered to be assignable to the Government, it may prepare a new determination
and a report B4 to the Chairman for his review as though no determination to take
title had been made. If, however, the agency is still of the view that an assignment
should be required, its reviewing official, or the Liaison Officer,''' may advise the
employee as to the procedures for an appeal, and advise him in preparing a complete appeal statement. This statement of facts and reasons is forwarded to the
Chairman, with a copy to the agency, which files a statement of its views in response thereto. 50
1). Determination

By The

Chairman.

The Chairman is provided in each appealed case with copies of the original
agency determination, the appeal statement of the employee and the agency
response. Henceforth, such a case is treated as a disagreement between the
agency and its employee, each party having a right to present whatever additional factors it believes to be pertinent. When no disagreement as to the fads
appears, the Chairman may decide the issue on the record before him, or may
request additional information to clarify any doubtful points. In case of dispute
as to the facts, the Chairman may set an informal hearing at which both parties
may appear and present their views with any supporting documents deemed
important. His decision, however, is not limited to facts thus presented and he
may seek information from any other available source. His decision statement
analyzes the factors and applies the policy of the Executive Order consistent with
pertinent court decisions. T h e decision is administratively final.57 but he may
ireonsider or grant a further hearing at his discretion where an adequate reason
iherefor is presented, 58 or he may decline to reopen the case. No decision of the
Chairman has been reviewed by a court. 69
" T h e reason for this lies in the fact that the attorney or administrative office charged with
iN<- ili termination seeks to treat all employees fairly and is willing to undertake all work of
• uw-Migiiting and restndy of a case necessary to satisfy the inventor of fair consideration. F-qiialli
>i|.'iiilicant is the need to secure the open and frank disclosure of the circimiM.tnics tindei which
die invention was made, and the inventor is often the sole custodian of the pertinent facts.
I In- attorney or official in charge of the case may serve first as an investigator in setting down
'he facts, then in a quasi-judicial capacity to apply the legal principles to the facts in (he agencv
I'port lo the Chairman.
'
" A number of agencies have internal review boards which consider the rirrimi<i:in<v« of
' *(h reported invention and fonnulate the agency determination.
" Supra note 34.
\
"Each agency appoints a Liaison Officer to transmit all reports, receive drrisinns of the
' h.iirman, and serve as the coordinating official for the agency.
" A.O. 5 § 300.7 (b). referred to as a "7 (b) report."
"F.x.O. 10096, para. 4(d).
"Several presentations of this type have been permitted where the reasons for the Chairman's decision were questioned or new facts were brought in. but no decisions once rendered
• ' I T appeal have yet been abated, or withdrawn upon such reconsideration.
" In the Hearings, supra, note 22. the Chairman stated his understanding that the right
"> «uch an appeal could not be denied on legal principle.
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T h e above procedure for appeals applies to a determination either that the
employee assign all rights, or grant only a royalty-free license.* 0
E. Petition

{or Reconsideration

of Chairman's

Decision.

T h e employee may also .petition for a reopniideration «' in any case in
which the Chairman has decided that the Government is entitled to a greater
right than that determined by the agency. These petition situations are considered under the same procedures as for appeals from the agency determination.
In this case the Chairman reopens and reconsiders the case as though it had
not previously been decided, usually upon a more extensive presentation. He
may adhere to, modify or reverse his former decision. T h e agency may itself
wish to secure a reconsideration by the Chairman of his decision to take i
greater or lesser right than that asjerted by the. agency. Such a request for reconsideration is subject to the same procedure as an appeal. If he is satisfied that
a decision differing from his prior decision is required, he may issue a substitute
decision, reaffirm on the same or different grounds, or decline to reopen the
case. In the light of further evidence by both parties he may find that neither
the agency determination nor his decision is sustainable, and he may issue a
new decision as the facts then presented may require."
F. Agency

Reports.

All specified reports u to the Chairman include:
(1) a description of the invention in sufficient detail to permit a satisfactory review; M
(2) name of the inventor and his employment status; M and
(5) a statement of the agency determination a n d reasons therefor."
** Upon appeal from reversals of the agency determination in 34 cases 17 were decided in
favor of the employee and his decision was adhered to in 17 cases.
"A.O. 5 § 500.6(c). A petition may be made to the Chairman within 30 days, or such
longer time as may be approved, of notification of the Chairman's decision.
" Upon reconsideration in 18 cases the Chairman has reaffirmed in 8 cases and concurred
with the prior agency determination in 9 cases, and modified or reversed both his own and the
agency's prior conclusions in one case.
*• Revised Procedural Instructions for Submitting Reports Specified in Administrative Order
No. 1, issued by the Chairman Jan. 10, 1955, set out detailed requirements for reporting tbe
information needed by the Chairman in each type of case, based on the experience with reports
of the preceding years.
**ld., §IV 1. This shall reveal the specific form of the invention, referring to its novel
features and permissible variations, to what it relates, and either its construction and manner
of operation, its composition, or the procedures involved, according to the subject matter of
the invention.
•• Id., 8 IV 2. This shall include job-title and grade, or rank, duty nation and when the
invention bears any relation thereto, a brief summary of his official duties and pertinent special
assignments. If the Inventor was employed or assigned within any of the categories of research
and development (para. 1(c) of Ex.O. 10096) the information shall show the actual relation, if
any, between the duties and the Invention, since it is presumed that such relation will warrant
an assignment unless the relation actually disclosed rebuts the presumption that the Government
is entitled thereto.
— Id., 8IV 3. The pertinent provisions are:
"(a) When the agency determination is to leave title in the inventor, the report shaD
indicate whether the determination was made pursuant to paragraph 1 (b) or paragraph 1(d)
of Excutive Order 10090.
"(b) The report shall also Indicate when, where and how the invention was actually
made. When the Invention was reduced to practice by tbe construction of a model or otherwise, with a contribution by the Government, the report shall indicate whether the
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The reasons for the agency determination are of primary importance and constitute the body of the report Since the Chairman is charged with uniform
application of the policy, he requires a sufficiently'detailed account of circumstances under which each invention was made to permit a decision de novo in
every case. In a majority of all cases submitted the agency has determined that
the Government is not entitled; to an assignment, Vut already has an executed
license of prescribed type. A full revievr-of the factors Which would require_the
reservation of a license is therefore unnecessary, except as they may also bear on
the right of the Government to an assignment of all rights. A report simplified
in the interest of economy and omitting non-pertinent details may then be made
as provided for Special 6(c) Reports. 97
The duty to establish and administer a uniform policy is accomplished
primarily through consultations and decisions rendered by the Chairman. The
number of his decisions now exceeds 3500, of which about 80 were on appeal or
determination to publish a Government-owned invention in lieu of filing a
patent application, or upon request for reconsideration of a prior decision. The
agency determination has been reversed in some 200 cases and modified CB to
some degree in a slightly larger number of cases. T h e high percentage of concurring decisions indicates a growing uniformity of practice not existing prior
to the Order, 69 and the result of application by the agencies of the principles
clarified in earlier decisions of the Chairman. Since the agencies do not regularly report those cases in which they have determined that the Government
ihould assert title, 70 unless an appeal is taken, figures are not available to show
how uniform their practice in that respect may be. 71
reduction to practice was necessary (1) to determine the operability of the invention, or
(2) to test its utility to the government, or (3) to determine the in lei est of the Government
in its use for governmental purposes.
"(c) When the invention was made, wholly or partially, during working hours, with
a contribution by the Government of facilities, equipment, materials, funds, or information,
or of time or services of other Government employees on official duty, and there is a
presumption that the Government may be entitled to assignment of the invention, each of
these criteria shall be either specifically explained or negated. When there was no contribution by the Government to the making of the invention, each of the above criteria shall
be specifically negated, to avoid any question as to the sufficiency of the report.
(d) When the invention does not bear a direct relation to the official duties or a
"fic written or oral assignment of the inventor, the agency shall state the precise relation,
ly, the invention does have to the dudes or assignment of the inventor. The mere
statement that "the Invention does not bear a direct relation" is not sufficient.
" (e) Reports shall clearly indicate whether (1) title to the invention be left in the
inventor subject to a license to the Government pursuant to paragraph 1(b) of Executive
Order 10096, or (2) the entire right, title and interest in and to the invention be left in
the inventor pursuant to paragraph 1 (d) of Executive Order 10096.** "/<*.. §v.
M
Many of these modifications arise in cases in which the agency did not detcimine whether
the Government would be justified in requiring a royalty-free license, because one had already
been obtained, but in which the facts reported presented a clear case. Such decisions, though not
•wntial, are nevertheless made by the Chairman in the interest of providing a maximum of
Kui'lrtlnes for future agency determinations.
"Supra note 18. The Attorney General'sfindingwas that a very wide divergence in practice
ncnirred between agencies, and even within some agencies, leading to the conclusion that there
* » then no recognizable policy. See also note 16, supra.
"A.O. 5, supra, note 30, signed by the President, effectively waived the requirement for
regular review or the reporting of such agency determinations.
n
In some departments and services research and development personnel may usually be
limited to work specifically assigned. Inventions coming out of such work, and that therefore
t*ar a direct relation to the duty assignment, fall clearly within the first principle of Part II
hereof. Inventions in those activities are subject to assignment to the Government in a dispro-
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FojllTIES IN DECISIONS BY THE CHAIRMAN.

The Chairman's Interpretation

of the Order's Criteria.

An analysis of the early decisions under this Executive |x>licy was made
by Dr. Howard I. Forman, 72 who concluded that "[t]he determination of the
agencies and the decisions handed down by the Chairman arc fast establishing
themselves as controlling precedents which . . . should serve largely to standardize
the manner in which ownership rights in inventions of Government employees
are handled in the future . . . ." This has proved to be the case. In the years since
that study the same general policy and approach has been adhered to, but with
some changes of emphasis in the light of experience. The decisions of the Chairman are not published 7 - 1 but are available within the agencies to provide guidance on the precise point of division between the rights of the employee and
of the Government.
There immediately arose in the administration of this policy a basic problem
grounded in the form of the Executive Order statement of criteria for requiring
an assignment of all rights.7-1 These criteria are stated in paragraph 1(a) as a
porfimtately large percentage of cases. Some other agencies apparently assert title in a much
larger nninher of I:IM:S than otheis. prihaps localise of the held of wotk, or hecanse of the
belief that their primary function in rcsraich and development is to give out freely whatever
results they find rather than to employ them for internal governmental purposes. Thii
divergence of practice for the diircring types of research or the differing agency puiposcs constitutes a degree of nonuniformity in the treatment by the Government of its employees for
which a solution is not yet at hand.
" F o i m a n , 1'lie Government l'alenti Hoard-Determination
of Potent Hightx in Invention
Made by Government Employers, 35 J. Pat. Off. Soc'y 95-127, 127 (1953): sec also I'iuncgan 4
Pogue, supra, note 16.
TI
Each Chairman has felt the need to treat agency reports of the details of work assignments as administratively confidential, like other matters of personnel administration, and some
Board members objected vigorously to public discussion of cases from their agencies. The factual
reports and determinations of each agency have not been released to the general public without
consent of the reporting agency, but the substance of each decision is regarded as a matter of
public interest and has not been withheld in any rase.
" Ex.O. 1009G contains the following paragraph (15 Fed. Reg. 389-391, 3 CFR 292):
"1. The following basic policy is established for all Government agencies with
respect to inventions hereafter made by any Government employee:
" (a) The Government shall obtain the entire right, title and interest in and to all
inventions made by any Government employee (I) during working hours, or (2) with
a contribution by the Government of facilities, equipment, materials, funds or information, or of time or services of other Government employees on official duty, or (J)
which bear a direct relation to or arc made in consequence of the official duties of the
inventor.
"(b) In any case where the contribution of the Government, as measured by an]
one or more of the criteria set forth in paragraph (a) last aliove, to the invention u
insufficient equitably to justify a requirement of assignment to the Government of
the entire right, title and interest to such invenion, or in any case where the Government has insufficient interest in an invention to obtain entire right, title and interest
therein (although the Government could obtain same under paragraph (a), above), the
Government agency concerned, subject to the approval of the Chairman of the Govern
ment Patents Board (provided for in paragraph 3 of this order and hereinafter referred
to as the Chairman), shall leave title to such invention in the employee, subject, however, to the reservation to Ihc Government of a non-exclusive, irrevocable, royalty-free
license in the invention with power to grant licenses for all governmental purposes, such
reservation, in Ihc terms thereof, to appear, where practicable, in any patent, domestic
or foreign, which may issue on such inventions.
"(c) In applying the provisions of paragraphs (a) and (b), above, to the facts aw)
circumstances relating to the making of any particular invention, it shall be presumed
that an invention made by an employee who is employed or assigned (i) to invent O
improve or perfect any art. machine, manufacture, or composition of matter, (ii) to
conduct or perform research, development work, or both, (iii) to supervise, direct. CO-
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fciiiiiiemcnt that, when any one of the factors nanieil therein is found applicable
in an employee invention, the Government shall obtain the ciifire right. It was
ilcar that such an interpretation would run afoul of pic-vailing court decisions 7".mil iliat a constitutional question would need resolution under sudi an inlerpretalion. 76
Furthermore, paragraphs I (l>) and 1 (d) must obviously be considered in
applying the provisions of paragraph 1 (a). In clFcct, they must be read as modi.
(n:ilions of the title requirement and the paragraph read instead in its entirety.
I hcrcforc, each Chairman has sought guidance from pertinent court decisions
in determining whether the contribution of the Government as measured bv
paiagraph 1 (a) criteria is sufficient equitably to justify a requirement of an
.issignment of the entire right to any such invention. These views were the
Mibjert of many meetings of the Board," and the advisability of construing the
I xecutive Order in this way met with widespread, though not universal, approval.
Accordingly, it has been the practice of the Chairman to treat each reported
i .ise as requiring the balancing of the equity of the Government against the equity
•>l the employee. The small number of appeals and petitions taken from the
ilt-i isions of the Chairman may indicate considerable success in his endeavor in
mat the opposing equities fairly and impartially. 78
II. The Chairman's Application of the Order's Criteria.
'1'he Chairman does not consider the alternative reasons for assertion ol
iiile recited disjunctively in paragraph 1 (a) as individually suflicirnt and, theref'ne, reads them together. For example, the mere making of an invention dining
v.oiking hours is not construed as justifying asserting full rights in the Government, nor is a contribution by the Government of facilities, equipment, materials,
funds, information, or the services of employees on official duty. If, however,
ordinate, or review Government financed or conducted research, development work, or
both, or (iv) to act in a liaison capacity among governmental or non-governmental
•agencies or individuals engaged in such work, or made by an employee included within
any other category of employees specified by regulations issued pursuant lo section -1(b)
hereof, falls within the provisions of paragraph (a), above, and it shall be presumed
lhat any invention made by any other employee falls within the provisions of paiagraph
(b), above. Either presumption may be rebutlcd by the facts or circumstances attendant
upon the conditions under which any particular invention is made and, notwithstanding
the foregoing, shall not preclude a detennination that the invention falls within the
provisions of paragraph (u) next below.
" (d) In any case wherein the Government neither (1) pursuant to the provision of
paragraph (a) above, obtains entire right, title and interest in and lo an invention nor
(2) pursuant to the provisions of paragraph (b) above, reserves a nonexclusive, irievocable, royalty-free license in the invention with power to grant licenses for all governmental purposes, the Government shall leave the entire right, title and interest in and
to the invention in the Government employee, subject to law.
"(e) Actions taken, and rights acquired, under the foregoing provisions of this
section, shall be reported to the Chairman in accordance with procedures established
by him."
'* Leading cases are carefully analyzed in Finnegan & Pogue, note 16, supra.
'•Hearings, supra, note 22. pp. 25-26.
" T h e minutes of Board meetings are preserved in the files of the Chairman. They show
"Me variations of viewpoint and the Chairman's procedures evolved in the light of these
•!i"imions.
" N o t e should be made of the fact that the criteria, upon examination, appear to justify a
lew favorable view toward the rights of the employee than is taken by Ihc Chairman so thai
ihr employee may be led to believe that he has little to gain by an appeal, lest a stricter view
b* liken, while, from the agency viewpoint, the decision of the Chairman is administratively final
"»l binding upon the agency, he may be requested to reconsider.
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it is found that an invention bears a direct relation to the official duties assigned
to, or undertaken by the inventor as a result of assignments, the invention is held
lo be subject to a requirement to obtain the entire right. Such a decision generally requires an apparent responsibility closely related to the invention and
cither that the invention be made, partly or wholly during working hours, or thai
one or more of the named contributions be present in a prominent degree.
Former Chairman Dowcll testified that the wording in paragraph 1 (a) "shall
[obtain the cm ire right]" is interpreted as "may [obtain the entire right]" in conformity with applicable conn decisions. 70 This has been the practice of sach
Chairman. A direct relation to duty is a prerequisite lo finding the Government entiilcd to all rights.
A further important limitation on the title requirement is found in the
second substantive provision of pnragraph I (b), which states that, although tht
Government could obtain the eiuiic right under 1 (a), if the Government hai
insufficient interest in an invention to do so, it shall leave title in the employee,
subject to the prescribed license, upon approval of the Chairman. l i e docs not
approve leaving title with the employee under this provision when the agency
has sufficient interest to file a patent application to protect the rights of the
Government, since all agencies must recognize that an invention, despite effort!
at dedication, may be paienti'd by .someone else without reservation of any right
in the Government. If the inventor must file an application at his own expense
to protect the public right, if one is to be filed, the Government is not regarded
as equitably entitled to require an assignment of the entire right.
Frequently it is reported that the inventor has done all of the work of
conceiving an invention on his own time, with no further contribution by the
Government than that which arises from a general relation to his duties. In
such a case the equities are held to favor the employee, unless it appears that
the invention is specifically within a clear duty of the inventor or is a solution
to a problem for which he had a responsibility to seek a solution. Many variants
of this problem require case-by-case analysis, and the decision must consider all
factors which make up the whole picture. T h e director of a phase of research
or development, or head of a group charged with some broad duty, presents I
special problem, because, on any principle of implied contract, he may be both
contractor for, and performer of, the work he does.
Another common situation involves inventions made wholly on official dutj
time, but in areas wherein the employee had no general or specific duty to proceed with any investigations or solutions of the problem. In such cases the
Chairman usually does not find that the invention bears a direct relation to
his duties or was made in consequence thereof. But when an agency report
indicates no direct relation to duty and the report nevertheless shows that the
employee devoted some weeks or months of official time to the problem, he maj
construe the facts to indicate that a special assignment of duty prevailed and
find the requisite relation to duty with adequate contribution by the Government to bring the case within the paragraph 1 (a) provisions. T h e problem of
what is a special duty assignment, a specific duty, or a general responsibility lies
at the heart of each decision regarding title in the invention. .
" Hearings, tupro, now 22. pp. 25-26.
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In the matter of deciding whether the Government should receive a license
js specified in paragaph 1(b), or no rights as in paragraph 1 (d), consideration
is given to whether the Government would be entitled to a license under
•Miopright" principles developed in the |>ertinenl court decisions. 'Hie Order
provides no s|>ccific guide, except that the Chairman takes reported contributions
.if any of the types included in paragraph 1 (a) as adequate basis for the assertion
of a license under paragraph 1 jb% unless these are-tjotiligfiilicant in the making
• if the invention." 0
When no factors reported indicate any significant contribution by the Government of time or other named factors the Chairman holds that title should \m
left with the inventor "subject to law." 8 1 Because some employees have mistaken
the meaning of such a decision the Chairman now avoids its use and employs
•idler decision language whenever the reported facts show a license or right
line to some specific factor reported. Accordingly, fewer decisions aic now of
ill.' I (d) form. 8 '
V.

W H A T CHANCES OF POLICY ARE Si«;c.EsrF.i> BY KXPFRIFNCK?

In looking at the results of the policy and the problems remaining we note
dial complete uniformity has not been achieved,* 3 and could hardly be expected.* 4
A further problem of concern to each Chairman has been the question of the
objective of any policy which declares inventions the property of the (lavernmrnt, if to do so makes the disclosure of other inventions anil their utilization
by (lie public more unlikely as many experts assert.83 The ultimate success or
failure of this policy may depend upon what use is to be made of the ownership
lights gathered in the hands of Government.
But on this vital matter there is
••The question of when an invention is "made" for purpose of the decision has been of
significance. Under the pertinent court dccisioni the reduction to practice of an invention is
intanlcd ** part of making it. Some invention reports are made to the Chairman before this
h-ii occurred and his decisions must consider the equities then existing. Furthermore, sometimes
.be disclosure of a complete and clearly operable invention unrelated to the inventor's duties
.»tiuilt and tested without his consent or knowledge, and to assert a Government right because
i>t unauthorized Government action beyond his control would obviously be inequitable. Sec also
Interpretations and Opinions No. 1 of March 5, 1951, which provided that any inventions con>ri»e<l and adequately described in writing prior to the date of the Order would be excluded
f."m consideration thereunder. That definition is not now regarded as controlling.
•' See Interpretations and Opinions No. 4 o/ Mar. 11, 19S4 for the meaning of subject to /.mi.
Wh a decision does not negate any right derived from purchase, statute or other principle of
Isw. e.g. 28 USC 1498, 35 USC 266, 35 USC 4, 42 USC 1811, 16 USC 831(d).
" The majority of the reported cases are subject to provisions of 35 USC 266 with a license
•l.rady granted. The decision may then state that title is left in the employee subject to the
Vniv already granted.
"Supra notes 50, 71.
••Complete success is necessarily limited by the fact that different administrators sec the
fat* differently and apply the rules according to their individual backgrounds. The Chairman
"-.rives his reporu from officials who arc generally overburdened wittv administrative detail and
•lih insufficient time for Investigation of all aspects of each case. What is not reported cannot
•^iT into the Chairman's decisions, unless through some insight from prior related eireum•sirwr*. The factual reporting and agency determinations show a high degree of conscientious
'tort to treat all fairly and to present the pertinent facts-for decision on the merits of carh case.
•* This view is widely held, e.g., concurring opinion of Judge Frank in Picard v. United
Aircraft Corp, 128 T2d 632. 642 (2d Or. 1942). cert. den. 317 US 651 (1942); Remarks of the
Omimissioncr of Patents, Hon. Robert C Watson. Report of Army Patent Conference, p. 143;
•nd n«hers documented by Finnegan & Pogue, supra note 16, pp. 946-32 and notes 141. 143. 145,
It". See also notes 15, 26, supra.
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not yet a policy** One may well ask how framers of policy can properly dedde
whether it is in the public interest to demand full ownership rights of any kind
until it is known what use will be made of those rights. A policy for utilizing
Government-owned inventions seems basic in carrying out the existing Government employee policy.". Any similar policy Regarding Government-owned contractor inventions is* of course subject- to the same considerations. When the
Government asserts only a domestic or world-wide royalty-rree license this
doctrinal conflict is not present.
Many commentators have also urged legislation to replace Executive Orda
10096,"* some because of disagreement with its middle-ground policy as now
practiced, some because it is ambiguous and misunderstood, and others because
of grave doubts as to the legal sufficiency of any executive regulation for adjudicating property rights. Each prior proposal for legislation has failed of passage B0 and an inter-agency divergence of views as to desirable criteria still
prevails. T h e Bureau of the Budget has the matter under advisement but has not
yet resolved the differences of view into an Administration recommendation."
Concerning what may be done to remedy an apparent inadequacy of the
United States statutes there is available some legislation much more significant
for the purpose than the provisions of the Government Employees' Incentive
"The Report of the Attorney General, subra note 18, Vol. 1, pp. 6-7, recommends, into
alia, "As a baste policy all Government-owned inventions should be made fully, freely tod
unconditionally available to the public without charge, by public dedi zation or by royalty-fret
nonexclusive licensing-." that all inventions in which the Government 1. i any rights be patented
unless other means of dedication are employed; and that a "Government Patents Administrator*
prepare for approval of the President a program to encourage and sponsor the use and practice
of Government-owned inventions by small and new business concerns and report on the exte*
of use thereof.
Other commentators believe such a policy to be ineffective and wasteful, both of the potesdally inventive faculties of scientists and engineers and of the time of patent personnel is
creating unused exclusionary rights in patents.
•* It appears that reluctance on the part of agency personnel to assert any greater right
than appears to serve a governmental purpose is indeed at the heart of most problem
encountered in carrying out the policy now in effect This reluctance applies to the inventor wfc»
seeks to further develop his invention to a commercial form as well as to the local admlnistntoi
who gathers the facts and Initially determines the respective rights of the Government and the
inventor. If a patriotic concern for the public welfare be regarded as a primary driving force
among Government officials, their efforts in carrying out this policy would be better motivated
if they were provided with visible objectives to be served thereby.
"E.g., Finnegan k Pogue, supra note 16, pp. 956-60, who conclude at 960 that a "middleground" approach should be taken. Their specific proposal has been regarded as close to tie
"license theory," however, and did not satisify the requirement for a uniform policy. A further
approach, somewhat closer to "title theory," was urged by the Chairman in Hearings Befort
Subcommittee No. 3 of the House Committee on the Judiciary on H. J. Res. 454, 85th Corf.
2d Sess.. at pp. 52-41 (1958).
For a review of the current status of the legislative considerations see Patent Practices 4
the Government Patents Hoard, a Preliminary Report of the Subcommittee on Patents, Trait
marks, and Copyrights of the Senate Committee on the Judiciary, S. Res. 53, 86th Cong, K
Sess^ (1959).
*• Hearings, supra, note R8; the same bill was reintroduced as H. J. Res. 3 in the 86th G»
gress, but was not acted upon, nor was the alternative proposal of the Chairman set out in uY
Hearings, supra note 88, pp. 41-45, and in Appendix E of the Preliminary Report of the Ji*committee, supra note 88; the Foreword (p. Iv) miggest* that a recommendation from the Burets
of the Budget Is needed.
*• In view of the unresolved conflict between theories supra notes 88, 89, a further eStfi
was made by the Bureau of the Budget and the Chairman to frame a bill free of these objefr
lions. Some agreement between agendes on the central policy expressed in criteria of "mlda>
ground'* type was achieved, but has not yet been recommended by the Administration.
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Awards Act. 91 One example U found in the Bundestag (Diet of German Federation) law of July 25, 1957." It provides for payments for inventions of employees and proposals for technical improvements whether in the civil service,
military service or in private industry. These payments are conditioned on the degree to which the employer retains control of the inventions and proposals. This
l.iw provides for detailed rules to be issued by the Federal Minister of Labor for
.Iciermining the amounts to be paid "at feast'^s to th<£e>^entors in private
rnUTprise.,a
'
?*_-•«•.
-• .
•*
Several Eastern European countries whose industries are not wholly socialized have adopted very interesting measures for encouraging inventions, and
extending employee awards to include innovations and discoveries. 04 These
measures seem to have aided or produced such results as the conversion in a few
\r.irs of agrarian economies into exporters of technology. 95
Our own recent efforts at encouraging inventions among employees of the
Government are feeble in comparison with those indicated above and do not
extend to all of the private1 sources of even our presently recognized fields of patentability. Some concern over this matter is evident in both the Senate 0 8 and die
House of Representatives. 97 It is not clear whether the pertinent German Federation experience has been much examined, but it seems quite applicable to the
"68 Stat, HIS (1954) 5 USC 2121-25. This Act is limited in coverage and the awards not
•mully effective. Its time limits usually exclude consideration of inventions. Sec also note 2,
lupra.
"Supra note 4. ,
•• Bundesanzeiger; No. 156 of Aug. 18, 1959.
•* Katzarov, The Neat Structure of the Protection of Industrial Property in Eastern Europe.
C J. Pat. Off. Soc'y, 596-620 (1960).
" Id at 612, e.g.. Roumania and Bulgaria; at 611 he states:
**. . . the State has taken, in the countries of Middle Eastern Europe, very important
steps towards creating the best possible conditions for the development of creative
activity. . . . Such measures have not been taken in vain. Already laige numbers of
workers bend their efforts toward possible innovations . . . and tpcml their time on
research. . . ."
ind at 599-602 shows that most such Middle Eastern European countries have moved in this
'Nirriion.
*• In introducing a general awards bill (S. 898) Senator Leverett Sal ton stall said, 105 Cong.
»«-.. 1661:
"Reward for constructive effort has been a basic premise of the free enterprise
•odety. . . . [T]he inventor has been compensated for it inadequately, or in some
unfortunate cases not at all.,. . . We cannot expect to exploit the scientific barriers ol
the future by simply designating a group or an agency of the Government to be
responsible, we must have the contribution of all our talented citizens wherever they
may
be. . . ."
•T In a recent article discussing procurement regulations and the contributions of Covem•"•nt and its contractors. Congressman Erwin Mitchell said:
"The free enterprise system which has made the United States the wealthiest and
most powerful nation in the world is based upon competition. The ability of a manufacturer—small or large—to compete successfully against another is based upon the legal
frotection of his basic ideas and the national recognition of his proprietary rights and
now-how for manufacture.
"Incredibly enough, while our Government is fighting desperately to uphold and
maintain the cause of free enterprise throughout the world and to stimulate the greatest
possible advances in our production technology, some Government-sponsored inequities
appear to be destroying the very ability of industry to compete.

• • • •

"In this era of greatly complex devices and engineering feats in fabrication, all too
often the contributions to the invention made by the inventor and by his employer are
disregarded. . . ."
WltrhHI, Patents Rights-Path to Progress, 16 Aerospace No. 7, Aug. 1960.
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American economy. T h e major nations of Western Europe have now taken effective action to bolster the patent incentive for inventors, some by statutes requiring
compensation beyond salary for inventions, and others by high court decisions
which invalidate provisions of employees' agreements if they fail to provide such
compensation. T h e new Dutch and Italian award statutes should be compared
with the German Federation law. T h e Swiss, French, Norwegian, Belgian and
Danish court rulings should also lie examined to see the extent to which the same
principle of special payments for inventions is being revived to build up national
industrial potentials."
VI.

CONCLUSIONS

I. So long as free economies based on personal initiative are threatened with
extinction by totalitarian Communism their survival may well depend upon
effective encouragement of individual initiative. Incentive is the most central
problem of a national policy on inventions. Qiteslions of Government, as against
privnlr, ownership of the results of sponsored research and development work are
insignificant when compared to the question of survival of a free economy.
It has been noted hereinbefore that Eastern European countries have created
very strong inducements for making innovations, discoveries and inventions not
matched in this or any other Western nation except Western Germany. They have
taken "very important steps towards creating the best possible conditions for the
development of creative activity." •• Such strong measures for encouraging technical advances should be carefully reviewed by lawyers, scientists and legislators
to see what of their experience would promote progress here.
A universal mandatory system of participating awards such as has been
adopted for employees of all classes, public and private, in Western Germany , 0 °
should be given the most serious consideration with a view to enactment of effective legislation in this country. Could not the vigorously expanding German economy be achieved here with similar inducements? Indeed some progressive companies in the United States have already adopted bonus systems generally like
those prescribed by German l a w . l 0 1
2. Any such national system of awards for inventions and technical improvements by persons in the Government service requires some type of central
Administrator qualified to deal in the intricacies of invention law, rather than
separate lower level organizations within the several departments and agencies of
the CovernmenL He should have authority to insure that all meritorious contributions are screened for novelty and utility, and tried out, if necessary, to determine their value. T h e amount of award should be based on such criteria.
3. Whatever system is employed to encourage inventions—patents, bonuses,
or both—should be extended beyond the presently limited areas of patentable
subject matter to include scientific discoveries and innovations or technical im•• For a summary of Western European provisions see Validity of Contracts Assigning Emloyer's Inventions to Employer in 17-S. and Europe by William J. Rezac, 42 J. PaL OB. Socy.
f 77,
(I960), at 179-81 for Germany, at 183-84 for Holland, and at 187 for Italy.
"Supra, note 95.
"• Supra, notes 4, 93.
i « E ^ , E. I. duPont de Nemoun; Patent Practices and Management, by Robert Calvert,
pp 348-55, 1950.
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provements. This would require legislation of comprehensive nature, including
financing, and should be based on extensive expert testimony.
4. Jn addition to the improved incentive structure now urgently needed the
present polides require some clarification by the Congress. If ihe Government
is to adopt a "title" policy or a modified title policy, and assert ownership of inventions financed at public'expense, some policy for their use should be declared,
whether by a Government corporation or oilier agency charged with promoting
utilization of patents, or by declaration that Government-owned patents arc
dedicated to the public. Such a declaration of policy seems essential to an adoption of a national policy on the criteria which will indicate whether such inventions are, or are not, the property of the Government, and such policy would
aid considerably in the formulation of the criteria themselves. The declaration
of what use is to be made of exclusive patent rights acquired is a policy issue in
romidcring employee inventions, as it is for contractor inventions.
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Inventors, Innovators, Compensation and the Law

Donald G. M a n l y

Proposed new patent I*gistation, patterned after
West
Germany's
law, would not stimulate invention, but rather
create new problems, according to the author.

Are U.S. corporations properly rewarding (he
creative spirit of inventors? Some companies,
although • minority, give no special awards at all for
Invention which has led to the claim that this lack of
reward decreases incentive and is one of t h e reasons
for the alleged breakdown of U.S. innovation. This
article will focus on the need for change, if any. and
what is being done as a result of this criticism.
As a matter of definition. I will refer to invention in t h e legal sense and consider t h a t an inventor
is a person whose name appears on a patent. Innovation, on the other hand, is much broader and covers
the total scope of creativity and effort required to
bring •cr^iitiing to the marketplace. It is important
t o realize t h a t p a t e n t s are not normally a goal in
themselves for corporations. Research monies are
allocated based on potential return to the corporation. Patents can be important to the total value and
success of an innovation, bui they are generally a
by-product, of research. A patent is a monopoly
granted by the government to on inventor which
allows him to prevent others from making, selling.
or practicing his invention without permission ill.
The patent system in the U.S. was installed because
it was considered t h a t pjblic disclosure would
benefit the total knowledge generation process and
that the grant of a monopoly would permit more
rapid commercialization and, therefore, public
benefit. Note that the system was not installed
specifically t o benefit the inventor, although this
might well be a consequence of it. Certainly then a
very relevant question is whether financial awards
to the inventor are in the public interest.
In any study of special compensation for the
Dr. Maoty h vir* pmidrtt of rtwarrti and drvriopmrnt. Abtx
Corporation. A wtuon of thii paprf *aa pirtroud at lb* Kail
stating ol lb* ImduUrMl R#*r*rcb lasiuutr.

employed Inventor, one quickly discovers t h a t very
few, if any. U.S. corporations give the employed inventor a piece of the action as a royalty or as a cash
payment based on the perceived value of the invention. I t is. however, also obvious t h a t many U.S. corporations do offer cash awards for invention. These
awards can vary from a nominal $100 or less on filing of a patent up to substantial cash awards of a
few thousand dollars for significant inventions^).
Some technologically significant companies, give no
awards at alt for invention. It is claimed t h a t a very
few reward the inventor by firing him or with some
other form of exploitation. These cases have led to
the criticism that U.S. corporations are not properly
rewarding t h e creative spirit of inventors. Most importantly, however, it has been suggested that this
lack of reward decreases incentive and is one of the
causes of the "breakdown of U.S. innovation."
Therefore, there is the double-barreled charge that
U.S. industry is mistreating its employed inventors
and helping a collapse of innovation. These charges
have fostered the consideration of Federal legislation.
The Moss Bill
If one assumes, as some have, that reward to
the inventor would increase the rate of invention, it
follows t h a i this is to the public benefit. (This
assumption will be examined in detail lytor on.)
Based on this assumption. Germany began a policy
that ultimately evolved 119571 into present West
Gi rman law which now provides that an inventor
cannot negotiate away inventions before they are
made and which establishes procedures for negotiating rights for each patent with his employer.
Employment agreements as we know them are not
permitted under the law. This system has been
adopted by a number of other countries and is a
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model for the Moss bill This biD (Congressman
Moss (Df of California) has been introduced into
Congress* a number of times since its initial proposal
In 1969. The current version (HR 21011 has several
key features which are summarized as:
a) "An employee is entitled to adequate compen*
satkm for an invention:" that is. the "fair market
value" adjusted by factors associated with
employer contribution to the making of the invention.
b) The compensation is to be agreed upon by the
employer and employee before issuance of the
patent but after the invention is made.
cl In a disagreement, the matter can be brought
before an arbitration board established within the
Patent Office. In the event of continued disagreemenu civil suit action may follow.
d) Each employee in a joint invention must
reach his own agreement with the employer.
el The employee may renegotiate whenever
there is a substantial change in the circumstances,
but in no case will he be obligated to return compen*
sation.
Although this bill has received little outward
support,. there is a fairly strong effort by some
groups to foster some such legislation. For example,
the American Chemical Society has a committee
that has been studying the need for such legislation
for a number of years. Hearings were held in 1973
and 1975 on the subject \2\ culminating in the drafting of seven **solutions which were submitted to
the Board of Directors in 1977. The first of these
state*:
"It is the intention of the American Chemical
Society to promote the progress of the useful arts by
the establishment of appropriate incentive systems
for the disclosure and development of inventions.
This policy may include, but not be limited to, improving laws that provide better residual rights for
employed inventors and requiring equitable pre*
Invention assignment agreements."
This is a seemingly innocuous statement, but if
adopted it opens the door for this association to
begin to push for legislation. The Institute for Electrical and Electronic* Engineers (IEEE) has similar
resolutions and is pushing hard for legislation to
give the inventor a "piece of the action." The German law is held up as a model by both societies..
Because of this activity, it is felt by this author that
U.S. industrial research should begin now to face up
to the problem and eiamine the issues.
Problems Created

One of the very significant problems with a law
such as that in Germany, or as proposed by Moss, is
that it singles out one cog in the innovative
wheel—th? inventor. In the early days of research
where the inventor was a single individual often
working alone, this would have been acceptable. In
today's R&D world, characterized by inter*
30/HrwarrA htmm+gtmrmt
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disciplinary teams,, many specialists, and great
development expenditures, ft is difficult to single
out any special person for award. This was summed
up well by Tyrrell </0) who said:
"I believe that an award system which operates
in terms of only patentable inventions cannot be fair
as it discriminates against other equally inventive
and creative technical work which, for one reason or
another, may rot be within the present statutory
classes of invention. Even with regard to the inventive process which leads to patentable contributions
to technology, the award system unfairly emphasizes the activity of only the person who is determined under the law to be the inventor, to the detriment
of bis ejsoL-iates who may also have made significant contributions though not to the inventive act
itself."
Doe* a cash incentive stimulate invention? If
one looks at the West German system and the
number of patents issued since the early 1950'*, one
sees a steady decline. Obviously in Germany the law
has not fostered greater numbers of Invention. It
was predicted by StockmaJr tf) that following an initial increase in the U.S., invention numbers then
would level out again and follow much the same pattern as West Germany. It is also interesting to note
that the A. D. LkUe'IRI study on Barriers to Innovation U4) referred to the need for changes in the
U.S. patent system, but fn no case was the lack of a
cash award cited as a barrier. In fact, a study done
by the Industrial Research Institute Task Force on
Stimulation of Creativity and Productivity (75)
showed that monetary reward was very low on the
list of factors considered most important in
stimulating creativity.
. It is generally conceded that Bell Labs
represents one of the top U.S. research centers in
terms of escellence of work and creativity. At Bell
Labs the salary treatment is intended to reward invention Tyrrell HO) discussed awards with a
number of Bell's prolific inventors and concluded
that "such people were generally motivated toward
invention by the desire to find new and better solutions to current problems, that they derive their
greatest pleasure by seeing their inventions come into actual practical use. that they feel amply rewarded by the .Personal recognition and salary treatment
they were ^jven, and that they are doubtfut they
teoutd have i een more inventive if an award system
had been in.force." This is not to say that security
and reward ire unimportant. They are simply less
important to the prolific inventor than to others.
This is largely because the inventor is a marketable
commodity. If he is truly creative and if, in his view,
he is not treated properly by his employer, he can
certainly find another company who will treat him
more to his liking.
The problem of evaluating the worth of an invention is indeed a severe one. In general, market
research tends to underestimate the total long-term
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potential It b also true that many innovations
reach commercialization only after many years. For
example, a recent study U3) of ten major innovations showed an average lime span of 19.2 years
from conception to realization with the shortest
time for those cases studied being six years. This
was &lso pointed out by O'Ouville at the ACS hearing when he reported on 7.460 invention disclosures
made from 1956 to 1965 at Standard Oil Company
M). Evaluation of their monetary worth in 1970 was
reported to be very difncult and only three had
reached a million dollar CISK*. This difficulty in
evaluation and in picking the winner is the reason
for the provision within the Moss bill that the
employee c m , in the future, renegotiate his reward.
It has been pointed out that in West Germany
the number of cases where significant monetary
payments are made is small enough so that the
awards do not present a significant financial penally
to the company ill). The real financial penalty is in
the administration of such law. The expense lies
mainly in the staff required *.o negotiate each patent, including determining its value, and to handle
the litigation resulting from disputes.
It is difficult to evaluate similar costs in the
U.S. because of the dissimilarity between the U.S.
and West German tax laws and cultures. In West
Germany there is a significant lax incentive to use
an award system. The cost to the company is virtually the same, but the employee is allowed a onehalf the regular rate allowance on his income tax
U8i. This provides a strong incentive for cash
awards in lieu of salary increases. Perhaps most
revealing along the culture line is ihe statement
made at the 197S ACS hearing by Lieck (61. He
pointed out that in Germany,
"the relationship between the employer and
employee is nol only in the field of invention but
also in nil other—nearly oil other—aspects, subject
to very definite laws and rules. Almost even-thing is
regulated by laws, so that the special inventors' law
Is just, or can be seen, or can be deemed to be just, a
part of this wider aspect of right.. .or can be seen as
a part of the other laws which also regulate the relations between the employer and the employee. As I
understand, in the United Stales you have far more
a philosophy of. well, the self-made man. I do not
know if the German law. as such, would I*** a proper
part of this Americsn philosophy. I wouid j j y that
it would not fit into the whole system which you are
using right now."
Other comments at these ACS open metfngs indicated that the West German system is not working as well as most formal reports would imply.
With approximately 38.000 German patents issuing per year to West German citizens, about 1.000
cf these have reached the Arbitration Board and a
handful have reached the courts. In most cases
where there is a dispute, the employee already has
left the company. It can be argued that if only

1.000 cases have reached the Arbitration Board over
the past few years. lh*n the amount of conflict is extremely small. This is true on the surface for this
society where the employee and employer are used
to being heavily regulated. It is also a society where
mobility of professionals is Quite low compared t o
the U-S. One can only speculate that the Arbitration
Board would handle significantly more cases in the
U.S. where mobility is higher, where free enterprise
is more the rule and where litigation is becoming
more and more common-place.
The German System and Innovation
Can we determine whether the West German
system is indeed leading to greater innovation than
the U.S. system? Data are available from the U.S.
Department of Commerce statistics (ID and an article by Henriques U2). (See Figure 1.1 One of the
often quoted comments based on the U.S. data is
that we appear to be felling behind in our innovative
character because of the much greater rate at which
German citizens apply for U.S. patents. The lower
lines on Figure 1 plot the number of U.S. patents
issued to German citizens and the number of German patent applications made by U.S. citizens. It
may be seen from this plot that the growth rates are
virtually identical i6*~c per year! over the period of
20 years since 1955. This data refutes the argument
that the U.S. is suffering in the invention race with
Germany. What this data realty shows is that since
1955 the world has indeed become "smaller" end
that worldwide patent coverage is now being sought
by most companies whether of U.S. or West German
origin.
The upper lines on Figure 1 also show that the
growth rate of application for West German patents
and the rate of issuance of U.S. patents is essentially zero or slightly negative. The U.S. data shows a
major discontinuity in 196-4-5 which is attributable
to major changes in U.S. Patent Office administrative procedures. In other words, the data
simply do not support the basic assumption that
legislation along the lines used by West Germany
will stimulate invention. Marcy (iff) alluded to this
by staling that.
"there is no unequivocal evidence that such
laws actually stimulate either the evaluation of new
and useful inventions, nor (heir introduction into
the marketplace. Un the contrary, there is some
evidence that they have had a reverse effect by
stimulating research workers to maintain silence."
The question of large awards resulting in increased secrecy and loss of teamwork has been one
of the major reasons for opposition to such legislation. Gansser (Ci), Morle (7) and others have addressed this topic. Gansser also poses the issue of
how extra compensation for a certain small group or
category of people who happen to do research will
support the overall research activities of a company.
Will anyore wish to undertake analytical chemistry
At/rrh fftftQl

2030

•• naimHS

• • / • •

*
-——

>
•yf*

«•"•" »•» «*«"•

J'
,sC
-^•V • " .

~
ty^
•S

. j / "J^

.!...u_-w»

,"'

h'igMrr I Patent* iaaaW by It'. Grrmmny and US.
or work in production, or do short-range problem
.solving research under such a system?
r
"there seems t o be little doubt t h a t reward for
( o u t s t a n d i n g performance via bonuses is accepted by
much of industry. T h i s t y p e of award can reward the
whole innovative t e a m for performance as measured
by economic success. I t is this author's opinion t h a t
such rewards m i g h t be more eitensively used and
t h a t all companies should have some form of bonus
for exceptional performance but not just for inventors. W i t h a system only for inventors, an ad* .
m i n i s l r a l i v e n i g h t m a r e is a very distinct possibility, f
I n t h e U n i t e d K i n g d o m a study of t h e W e s t
G e r m a n system by t h e Hanks C o m m i t t e e carefully
considered the a r g u m e n t t h a t employees should
have a statutory right to benefit from a n y inventions they make in the course of their employment.
T h e y concluded t h a t , although inventive activity
should be enci. j r a g e d to t h e fullest and employee's
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Inventive efforts should be recognized and rewarded
by their employers, t h e disadvantages of a statutory award scheme <nilweighed a n y foreseeable ad*
vantages (7). T h i s seems to be a valid conclusion for
t h e U n i t e d States as well.
T h e need for a W e s t G e r m a n system or a Moss
bill in t h e U.S. is indeed questionable. Callts W said.
" A Federal act in this area will merely provide
t h e incompetent supervisor w i t h another document
to which he can point w i t h pride as he continues to
mismanage the talent under his t r u s t . A Federal act
such as the Moss bill would provide a good deal of
employment for t h e attorney-) of litigants who feel
they have been cheated, but i t will not further innovation or speed development, in m y opinion. I n
fact, I feel t h a t by distracting those actually occupied in t i w work, it may well have the very opposite effect."
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HoHHl, QutUttt*
Billing IN RVEMTrOMS
UM>Et EMPLOYEE
D^-ENnON AGIEEME.YTS"
Irnvtoovcttoit
-' la 1979, both Waahiagtoa and Califoral* reacted l«cb»
Ulion eiijisd at eurtaiUa* the acopo of Invention asslfB>
ineut i^roriiiune that an cranio) er can obUU from ampluycci ta*d*r employe* ln*<>oUoo aercMoeota, or
«v-culk>d "pro-invention aaeigtunent" agreement*. Two
year*.previously, Mlnneiota enacted atroibr kgi&Utioa
which wa» heralded as tht "Freedom To Croat*" law.
Prior to tlila legislation, the employer awl employe war*
ffeo to dc'eruifno their respective, right* in Inrcntioaa,
by (contract, io tbt form of emptor** Inrectioa agreements. \Vhlh there io no standard form employee Invtnttou agreement, mout such agreement* at Wait provid*
that {'ivvotiooa which are conceived or made by the etoplqyoe during the torto cf eiuploymrot, and whicfc relato
to company "luoijici*," ahatl be atrfgned by the employee to the employer.' Other* ar* mid* applicable to
Invention* which result from the employe*'a •,«^ork,,,•
""•o"E«h.rt U OftSWtt* 1M& U m t k C a B x t t It i I « I M I » i t e « f
witb UM Botlag Acr*«p»<* CoatHV* a Dtvtataa «f T** l«*i*c OM»M«>y. S«»UU. WMkla«to*. .
«*Ua*>4 «c»ft • • »rU«k ••UtW "E«>W«r-CiA^c7** t U V * to
U»tnU«Mi (iuU UxtftWUoa a«4 Bwpferat l«f«*UM Afrwmati,"
•MK«rtiif to U* atrtuwrapl taUlU* Smtias OM tJU <Kr—»»t*
&#««! fevf*"*!*'**!. pt*M«k»4 kft Tt» 8*rU*a «f r*t**t, fraaV
ouark
A CopjrrleM !•*». Acmlr»a Bar AMMtett**, IMA,
1
faspHym t£*IJ dlxfoM rrMBfUr *• Gmif+*j t tto annitii ea*
•o4 alt inrttiito^a, 4J«*mtae *a4 b f f e n M t M i «WOMf f t — uhfr
•# not, «*?»!•»* %r «*<{« fcy Savior** 4«Ha* Ik* fw^UI cf «B*Ie*N
u«ct «ad rvfer*4 k» U* *«*(«*«• • / C«**|»e*ir. M 4 »cdcu •** M M I
to «Mlfn »)! kU lateral U»rr*ta U Cow^tay or ha aertaw (Ba».
aba*)* » I M ) . MilirriawTr«iU 3+ct*U, Ape«a41« C. r « m A.
* for «an»pW| UM raptor** la»*ati«a u i m m t c*rr«*ti7 e»*4
&r TW Bc«li!< C*m(*«r •ap)>«« t* *»U la*«stkM CCAOHTW » / l »
Moyaa, «IU»«r MUiy «r vtva «0>«f«. «VM«« trnjior*** <*.*i>ti—u fc»
BOKIHC «rhMl>«f «* ••» e«Htvi r«f«Ur «w&Ia* keei*. •tick nUt*
to *<»> •tthjwt atattar «rfU «al(k Kmmtegtrt «wrt «t^» »«<•« It «
K ^ s r > (K<nra«4tf aila*)
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•r stay axteadto"ail" lavaatlea* mad* by the employe*
dartac tha tana of employment
Far parpotte af aaalysiaf the common law and tba
etata kgbbUoa, eoaaldar thra* typau of employments
a. Spactfb tnraatlfe
b» Oaaaral tavaaUta
' a . Noa-tnreatire . . .
"SpeeLfle breath*" employment applies to aa etnptoyee who b either (1) hired to iaveat a epedfio Intfentloa or (3) b eeeJfaed tha taak of making a *p*dflc Invealloa or improvement to existing technology, la both
caaaa, a apaeUk laraatloa or ead result U eontempbted.
SpecUIe iaveatlto employment appUea to the clue* of
employee* who art hired or employed to "invent/' incfeding research •deatiete, dcaign engineer*, and other
employe** wheat "work" tarolree epcdlie inventive
actmtjr. lareatiea* which molt from specific inventive
employment a/a withia tha tope of the employe*'*
••work" asd rtbta to tha baala*** or r?*earcb of the
employer.
"General uraatira" employment applies to the n&rae
date cf employ*** who ara eabjeet to sped fie inventive
eaptoytseat, except that ao specific invention or end reeelt b contemplated. Oeneral research or design work
asaaOy btavolvadaod, la many in* facets, the employes
volnnttrr*, or b taeoeraged by tha eropbyer, to pursue
hb or bar creative Instinct*, even though the^r may diverge from assigned work. Iaveotioo* winch result
from genera! invective employment therefore fell out*
aide the acope of the employ**'• "work" siaae ao speeiflo
assignment b bvotved, asd may or may oot relate to tie
fcauseaa or reward* of tha employer.
•'Noa-brvaativa** employment, •* the term Implies,
doea aot Involve any expectation of Inventive activity.
Shop or taaaaf&etariag employees, ae well •• non-technleal employee*, fall iato thb category.
Tha determination of ownership right* la Invention*
depends apoa (1) tha aator* aad aoopa of tmploymont
—78*—
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(whether tpociffa inventive, general inventive or non-in..ventive employment) and (*J) the field of the employer'*
buniih-Kt.or rcivnrcb. Tito following diecttMion will trace
the evolution of them principle* through a three-tier
etructuro— from tbe common law, to the contractual ar>
rnrigfirne.ut* .-which have •upplanted It, and finally into
-the Ivglvlatioa which now control* thete arrangement*
in threejitnte*; Throughout tbU dJaruauon, ownership
. >ight*aii*aciated. with general inventive employment will
receive Increasing attention. .
COMMOV law

The common law determine* owoeraMn right* In Invejitlo't*, in the «l)»cuco of an eiprce, ^ r^emettt between
the employer and employe*. Under the common law,
the employer own* apy invention which reaulta from
•pvcifio juveutiv* employment, where** tb* employee
Own* a.jy invention which result* from general or noniuvonliv.o employment/ Employe* ownership, however,
may bo subject to a "•bop'right" Jo favor of tb* employer if the Inventive activity bivolved na* of tb* time
or ieelUUe* of the employer.'
Interwoven in tbU.oommon law doctrine U the concept
that the voluntary eierclw of InvcnUr* activity by tboaa
employee* employed or hired to "invent" will remove
any resulting invention from, tb* proviso* of employer
ownortthlp if tb* invention fall* cnUide the a»p* of a*>
signed "work" (i.e. to tbe ettea* it aria** from general
. inventive- employment). In 1(90, tbe United Statce 8o>
prema Court began to grapple with tbi* i*»n* In Solomon* v. United States.* Tbe Court enunciated tbe baala
rule that t
If one U t»i>loyt4 to 4tviu or porfttt on insirnmtmi. or a W M
or ocoompluhina a vrttcr&ta rot%U, be casaet. afur in re—
till/ aeconpllabing lb* work for whit* be m employed, plead
title thereto M agiiiul hie employer. Tfeal whkh be b*» bees

{

"~»"Uoiu4 BuUe «. DabUkr C W * M » * Cerav tafr*. fee **•.
BUmJert r»rU ». P»<*, ftM VS. U tint)
(ctta* Intow—* V.
Vn\uo BiilM, l*Jr«. Is i«p|wrt «f it* boUtae).
•117 UJL I U (JMO).
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empty »! and Mid to aMoaptkb btocera. »b*n aMompIUM.
la* peeptitj of hb employer. Whatevrrrightoat an indJ»Wo41
a* may have bed ta aad to hb amative power*, tod tkat whftb
they art able to aemmpibh, be ha* oold in advance to bb envptryw. 8©, aba, when «M b la the employ of another la •
etrieJa Uae af week, aad deviate «a improved matbod or lortromcat far deiaf tUt work, aad MM ta* oreptrty of bU employer.
end the arrvfcea ef ether empkyetn to develop and put In pta*lieehSe farm bit taveatua, aad explicitly attest* to th* o*e by
hb employer af aatb lavtsttoa, a lary. or a wart, trylnf the ;
farm, m warranted ia finding that at he* to far recoyntod the
ohlbjatk— af anrvtma ftoabtt froa bb employment tod benefito i mailing (ran bb ant af the property, and the emkUnM ~
af tat eo-empbyom, af kb empleyer, a* to have given to ewh
employer aa inevewahta Ikenee to net tacb invtatlon. <Sav
Implicit to UM eoaoopt of "employed to invent/' • • tea- .
paaaited to Iha foregoing* quotation, le that Uit employee
b employed by tit* employer for the pnrpoae of and aa..
ejgned to UM tank of inventing a epecifle invention which
fatta withia UM atop* of the employer Vbntineu or rnntarem, •
la 1924 UM Fourthi Ctaait, to Bopg\i<m v. fJnt/ed
Statu? acrutlnlned UM> aatare and eoope of the employstent relation to aoaordaaoa with UM ootniaon law doe*
trtoo aad admoolthod an aot to giro UM concept of "employment" aa overry narrow interpretation when deter?
mining employ*r~employea ownership righta in tovenUoaa. Tat etnployaa to Bom§ktcm wn* a cheralet who,
after balBf aired (a a aon-iavenUve capacity, wee an.
ajgaod UM taak of developing a fomtgant gaa combined
with aa Irritant gaa with which the famifrant get could
bo detected. The Court rejected UM argument that,
atnee UM employee was oot "hired to Invent," the Inren«
tloa belonged to hlavaot h b employer i
The right ef the tmplayor ta the bmatioa or dbeovery of the
employee dependa, aot apeo thetormaoftbt orifieal contract of aktac hat apea the aeiata ef the atrrfet la wbhrb tbt employee
la engaged at the thae he auh«a the dbeevery or invention, and
~*tT?. tal Of («b dr. 1 M ) (WnafUr nfitvtd to aa " * « * * •
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•sbes, not oat of the Urew of the eooirect of hiring, bet oat ef
the duty which the employee owe* to hie mpteytr with **spoct
to the scnrlee tn wb&h be is eataftd. Jt sutlers sat ia what
capacity the. employee nay ei laiaalJy here bees hired. V he he
MI to ttptrimentinf with the trine e/ SMii«# «a saevaKeav
•ad accepts pay for each, it it hie duqr to diatloae to hie eav
ployer what he dUeotcrs la raking the ajwHauata, and whet
he *Mo»plL»bp% by the •ip*rim»nu betoaga to the enplorer.
During the period that he ie eo engaged, he Ie "eatBlojred to
Invent,'' end the rnwlta of hie efforts at bvtatfooa btloaj* U
hie employer in the *ao>s way a* woold the predact el hat efforts
in ei)/other direction. (Btapbaais nine)
The emphasised language In the abovo quotation to*
plies that one "employed to Invent" will be give* epeciflc instruction* by the employer a* to whet it to bo
invented, thereby creating a spodfio inventive employment relation. This ignore* the fact that many highly
•killed employees who are "employed to invent" will;
on their own initiative, make inventions which fall out-.
•Ida the scope of their Immediate assigned dnties, bnt
which relate, to and will benefit the employer's boelneaa.
Hud the Court in Houghton carried ite admonishment to
a logical ooncluaion, it would have realised that, for sock
skilled employed, the naturo and scope.of employment
can and often does extend beyond auigncd duties to
generalized inventive activity. The coart in Houghton
thus did not address the ia«uo of whether general inven*
tive employment could yield assignable Inventions. This
is precisely the inao that faced the .United 8tat*e 8o*
promo Court flvs years later \n United State* r. D*biU*r
ConJctucr Corp.*
In Dubiiier, two employees of the United States Bo*
reau of Standards were engaged in general research and
laboratory work relating to airplane radios. Both employees were assigned to the radio section of the Bo*
reau's electrical division. While so employed, they developed eevoral inventions in the radio and electronics
field which fell outside the scope of their work, and Hied
United States patent applications which were licensed
" •«•» VS. m (iSU) (btrviaafwr r-f«m4 Ie as -0»MW>.
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eaclaaivaly to tbo respoodenl Too inventive activity
from whieb tbcao iarttUoaa aroao WM undertaken volun".. tartly, la at least OM laataaeo nailer tha impetus of
"sxstaUfio earioa%*C Too Court ruled In fav-f of tho
—plpyota by refoalag to order tat assignment of the
appttoaUoaa wbkb vac sought by the Government.:
Aooardiafly, DubQUr ts oftea cited for the proposition
that aa IfivcaUca wbkb la witMa tbo Held of the amfdoytrfs boataeos, bat which la made voluntarily by an
cmployoa outside tbo aeopo of assigned work, belongs to
tbo onptoyoa, aot tbo employer. This is misleading,
bovevor, aaltaa oao aaderstaads that the Vuhilitr ruling
la baaed apoa tbo factual cosilasion that the empjoysc*
were atither employed to lavant, nor aMigned tbe task
of tareatiag.* Tbo majority opinion therefore avoids
apeakiag to tbo real Issue of whether "employment" of
certala empkyaea "employed to invent" could be of suffldest aeopo to Include feoeral inventive activity beyond
assigned datita (La. general inventive employment).
Tbo dlaaeatlag opjaloa by Justice 8tone in Dubilier, iu
wbkb •Jostkee Cardoso aad Hughes concur, specifically
addressee tbla tavae, aad concludes that inventions arising from gtoerai inventive employment should belong
to tbo employer, aot tbo employee:
Vktotver the taptoreet dotke iavoirs the eurrUe of inrentlvs
aewvra, the eeaptoyw b eatiUed to *n aMignmrot of tha patent
oa say tavroiiee made ta the scope of the general employment.
• l a Dale ntMrtka B Is to t» rmrmUrtt tk»t Ow vHtus wrtO M af <tww tot&nw*** Seas so* s n i l N n « w i > . n « a U « Isaaadiaa: Oka* sww « M tfcate a •a**' * M to rliKar of tfcaa, prior to
Iswtf ftaiaaarfae. eaacrrsta* te*«atfea er sawats of UWr <Btka er
o a n t t m rcasMtiac tksa* Mttvre; ika*. at iV»r» by •>» racardt
< ( a « rsamt OaVa. M ^ T M I ef •*•* i w « » r f ftuaia.a* •!•... Hb«r
Oaaaftoarstt k*S awls so «iu*T*el rwarcnJ ao*«r-j%< »*t»••* aad
a s M M da> sscfaatae rlgata aMaisaO sa s ^ w i an am - i - peraoas
•aitaaeS let at ataOraaea froai tfce g-mraawst. la aa ptea*r aaaae
easy a ha H M e*at OM eai'itrt af aKaferraaaat eooumpUus lavas*
ttaa; w p r t l M OVs* Ovaaaara aaO tavall taa*# t*s*Un4 taa Ihtoty
Ota* 0V7 raasa iaij1iyi4 la uma*: •***/fcaaw,oa th* eoetrary. that
eaa seat aaal ifcaat staeeet srrarUM was last Uw «»&k>yaa» of taa
Bams arcra iflaaii< to toka satesto a* tftau* lavrstieaa aiwt kavt
ww taaaOto Batufcy ess/m«tt aaae as to eat ky Oa Urdus" Butaa.
Taa rliianaamia irwtaaa aW IswUcatka) af an/ amaracsl to as>
e%aaaaat I W I B O I S I avfatosto.^ia» Ua. a* Iti-l*.

—TJ7—

2037

Journal of the Patent Offit* Socirtg
The dissenters ID Outfitter thus viewed general employment for research work (i.e. gvneral inventive employ*
mont) at synonymous with employment to invent •
specifically assigned invention (Le> specific larentlvt
cmploymeut). Consequently, the dissenters la DubUUr
would have ordered an assignment of to* application*
to the Government. The facta of the .ease, however,
would appear to restrict application of the dksentinf
opinion t-j ii uttu'ition in which the invention relate* to
th<5 buiincist or field of endeavor of the employer (The
dissenters oomiidered the Bureau to be involved in gen*
eral research work and, in particular, radio research.)
Those caaon olso are es»mplary of the spectrum within
which the ownership right* of the employer and employee must he determined under common taw doctrineAt the opposite end* of the spectrum, the results reached
appear fair and rea*ouoble. At one end. the employee
who engages in inventive activity entirely independently
of his job is entitled to lay claim to the inventions and
potent* that result. Likewise, at thr other end, an employer who employs an employee for the specific por[WHO of cngnging in a given inventiv activity should be
entitled to tho resulting inventions and patents. In between, however, the doctrine can result in considerable
arbitrariness,' depending upon whether the concept of
"employment" is given a broad or a narrow interpretation. Consequently, the common law doctrine often baa
proven to be uneatiifactory to both employers and employees and has, to a. considerable extent, been supplanted by contractual arrangements*
Euitxtria IMVBMTIOH AosausBm

.

These contractual arrangements take the form of employee invention agreements which at least include aa
assignment provision according to which the employe*
agrees to assign certain Inventions to the employer. Ac
• Uoamm*. "Th» ZmphjH Uvrator IS DM rjattel ttataa," atss»
•sdiuwtU loalitute of TttLmelogr, 1ST I, p.4*.
*N«uM]r»r. topr*. p i t .
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t p M n l rale, UMM prorUIosa or« more farorebU to
the employer thaa the eommoa law doctrine. Under
•oat agrees* at*, the asalfnmeat provision applies to
•ajr lavaaUoa which result* from general Inventive emV •
pfeymeat, provided tat taveatioa relate* to the basinet*
of the employer. This of eo«r»eU consistent with the;
dtaeoltnf opiaioa la DubUitr. Other* apply to invention* mad* ta the actual coarse of research employment,
extend to all taveatioa* made with help flora company
fadtitlea, extend to taveatioa* that are not In tbo area
of the employer** Interest, or extend to inventions njade
entirely independent!/ of tbo employee** work if they
relate to the employer'* business.** Inequalities in barjtaiaina; power, however, oftea preclude an employee
from challenging the scope of *och provision* and, in
tome iaataaeea, acceptance of such provisions has l»ecn
mad* a coaditioa of employment
Fatwaui, L*OI*LATU>X ' • ; ; . . ' . ' .
Ooacera* for the right* of employees, coupled with the
increasing aatioaal fear oirer the last decade that the
United State* 1* rapidly loving technological lender»hip,
triggered a Bomber of legislative attempt* at the federal
level which were aimed at11broadening the employee's invention ownership right*. The most widely publicized
attempt was the hfoca bill,** which nought to estnblUh
aa taveatioa compensation scheme modeled after the
Germaa invention law." The hfos* bill met with heavy
jroa t» (f%iti) sain* aCt m itrii soma.-tapbrd i»>
MMtrt 7%e CIM to IB* ** - niii* n-«» «* «•> »»•>.'.•»
Cn»lor«*I^U
la»
ImstoWa14*5? M iPOt 41* (ISTt).
. 1.
iRMnt
SLasf
rwttM l a l p i m t arwtawwL aa4 \ktlr Import
mrAlifti u4 h w M , "UA U«S la Pateat
l«toaC»ItSSt%snisayauw*nrr*.
_
IBIMUL*1M<
a SB
U*lx, *US CsscrsasTu* aVsrt—t aai H» ItM, *ta4 Co*
, UHiidis.

M*V I m n a , *fs|)i|ii imatka U*fer Otmss UW," M
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resistonco on the basis that it v u each a. drastic departure, tiom Xt« itattti quo that it V M "hopeleasly onwork«bJe.MM White this viewpoint may bt aotsywhai
•ever© In light of the recent enactment of corresponding
legislation id Britain," there appear* to be little or no
likelihood of any federal legislation in tbU field in tbe
neiir future. 4^.^-- ''.'~~r~z..'

•-• 8 T A W LBJQULATIOJI

.

Thu otttto legislation in Minnesota; Washington, and
California wns spawned by concern* sltnTar to those behind the fydcrat legislation, except the mechanism for
:
, broadening, employee ownership right* in invention* la
' f o u n d s upon the state taw. governing contractual ar-.
roni(vnieiit» bdwot-n employer and employee. Tbe state
vfaginInUunestablishes state public policies for controlling
operation of. invention aasigntnent provisions eoutained
•' in employee invention agreement*. To tbe e (tent any
•:'• Vurh provision violates this state public policy, it is void
and unenforceable.. That Is, tho "door* to tbe court' .b'duse" are closed to any employer who desires to assert
. such a provUion .against an employee.in a manner which
violates tbe state public policy. To tbe extent any such
assignment provision operates. within the metes and
' bounds of;this public policy, however, it will remain in
effect ind enforceable. For 0ample, operation of the
•:, overly broad assignment, provision applicable to "all"
inventions, wilt be curtailed so that only permtBstbV) a*>
•*Hlitrto>. t»»r» •09(4),; MU «t.l. f J 4 t .
" >*TK« SVWrmiMllMi • / *t»»lor»r-»t»|4»r»* rirfcto «kl(k MP****
i s 8*ctl«a »• ttritlih P»LnU Act •* ItrFto a <w£s<«U«« «rtiwC M *
. atoa.la*. Is Vri«f. UU «>Wnn|ftaUca to •* MW*. A "wrriM ta»
WMIIOB" Montis* l« U»* toipwytr to mm «M4» to <fcs tmtm «t tkt
noroal dulba of UH rarolortss «r Mrostfr, •stoW* ato MWMI «•*»••
ant 4<Mi»« •*• ( M m •» <•<(«<( *p*ria«Ujr mna—J to ktav U ha**
iJur* U* clrtuaitUam n u t w • « * last M W H I M arfffcl N * »
«J»MM* bt HM(ti4 to m u l l IrMi Ik* cartyla* ««t «f web ««ttt*.
. Thirst/ U n l ItWj to MBM wwrt y n t U w I t •****»«• >t to»wt>iM
Md* b) Ul4 NVM «( IM • • p l o m ' l <«tlML U 4 W M « « M A* M t « *
at (*• <foti«* sM DM MfUtttlar mMBtibUitfe* art*iaf tkcrtfr**,
M fctd • •pMUl oWlx»U<m to rurtiwr Ue UWTMU •» ti» —<i>
Ukio*. B««MU. ' C M W UnaO**." Hrm U « j M m l . V«L U s .

AurMt IT, 1*71, pi>. soo-toa.

~
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slgameats (U. tbost eoasisteat with ststt public policy)
win result Ths tegislsiloa does sot affect common Uw
, righu or shop rights. '•:•-•'
-••'"-'
, TIM legislation draws Ike met** and bound* of «t*te
puhUt potiqr as folio**. TIM employe* obtain* owner*
ship rights is aay invention developed entirely on nn
employeoY ova tine, without use of any proprrly of
tat employer, wales* there Is a aexoa between the invention and either the type of employment involved or the
business of the employer. If such a nexu* i« found, then
tat employer nay obtain the ownership right* by HHH!IC«meat, farther, if the invention we* developed on the
employer's time, or through ate of employer property,
tat employer may obtain the ownerthip rights, regardless of any each nexus. It should be remembered, bow;
ever, that tstt mechanism by which the employer obtain*
ownership rights is ooatractaally established by the em*
ployet iavtatioa afreemeat . In the absence of such an
agreement, tht eommoa law doctrine applies.
Takes literally, tht nexus required by the legiiilstion
Is less la Washington than la Minnesota and California.
Aa a consequence, tht scops of permissible ownership
rights of Washington employer* appears to be greater
thaa those of Minnesota or California employer*. In
Washington, invention* retailing from general inventive
employment sad speeifie inventive employment are a*.
•dgaabt* if they relate to tht basinet* of the employer.
la Mlanesota and California, however, only invention*
revolting from apeeifie inventive employment are saniimable if they relate to tht bosineu of the employer. Xegialativt history will of oourst be epntidered when these
issoes reach tht eoarts and may support a contrary in*
ttrprttatioa, as discussed below.
Tht legislation la aO three states also does not sppear
to apply to trsdt secret Information or forms of IntelIsttaal propsrty othsr thaa "inventions", although ss
employer should not bt sbls to droumvtat 1** effrets
merely by characttrisisjr. as "Invention" a* trade secret
taforastion. Tht leglsutioa does not define the term
-741-
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"invention", mid doe* not »i*cifically spell oat whether
It is applicable to improvement*, trade aecret*, idea* or
non-putentnulo discoveries. . Sine* the legUUtion alto
refer* to the term "trade aecret* information", however,
the. twrrji "invention*" ahould be interpreted to cover
only tho>e invention*, discovcriea or imprvveraet>U which
rtuliufy '.lu> higher *Unitard» of novelty antl. level of inventive skill traditionallyaMociatcd with |katrjDtabl« subject matter. Tbu«, if the subject matter ID que* I ion cannot ttntiafy these »tandard«, hut otberwi** qualifies a*
"trade secret information" in the sense thai it is not
Kvricrolly known outside tbo employer, any applicable
a»«ij(iHhent provisions are ouUido the scope of the lejfisIntion. NouctheW*, a true "invention" which the employer elects to r«'tuin an a trade secret should be within
tin; HCO|K> of the legislation. Aa wit] now be apparent,
the. form of protection applied to the invention, whether
. patent or irado secret, nhould not be det* raiinatire of
wlnth«r the subject mutter ia as "invention" subject to
the legislation.
Finally, tho h'Ktidntioti in all three state* require* that
the employer notify employee* of their ownership rights,
aud protects employee* agalcst lo«* of employment during dtKputex over those right*. And. while the legislation
refer« to "employment" agreement*, it should be kept
in mind that it typically applU* to "employee invention
. agreements. "'• Additional similarities and difference*
concerning the legislation will be identific*J in the diai:n*nion to follow.
The. Minnesota Act
The Minnesota Act •' seems to have been an attempt to
curtail the r*ope of overly broad eoij»loyer/en;|4oye«
>* Unllk* an ereploroH»t •gT+tninl. aa *tn*l«r«* larartl** mgrmu>*nt du*» not coaufn Unci a«4 coednUa* s w e a t s * vaapWriaras.
Jmu.J. | | only H U forth U» rlr»U aa4 «fclk«»ti««* •* tat asrttoa
wlih rrttw-i U» ln»fntlun» ami. oTUvUm**. U*4« atmta •» atvprtaUfy
Information. II U>«r»for* t»nn-A U «o«iU«nl aa nqtititf
ceaUaaai
•mplcjrrr.tn'.. M «oul4 a Irtw **rtnr>lo]r<s««t" i p x a w i t , «» MSA Soc 1*1.7*. Eff*ctlv» JiooATT I. l»Ta. TVa aatira MtatteaoU Act la att fort* aa App«n4U A*
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agrwtoaata applicable to "all" inventlona and, la to
doing, to protect UM rigfaU of employee* to tboae Inventioaa which, nader common lav doctrine, wore at or near
tit* end of tha epeclrtun of employer-employee right*
traditionally aaeocUted with employee ownership. Thua,
the Uiaoeeota Act vaa eappoeed to encourage* innovation
oat tide the field of too employer'e botiuees and, at a re•ait, elimabta UM jrrowth of "epio-off " indurtriea withintbeatate. Tbo alinneeota Ad therefore wa* H far lew
draatie approach to the eobject of employer-employee
right* than UM earlier lloea bill and other federal legitlaliev propoaala>
BabdirUioo 1 of the HinaeaoU ("Freedom To Crea u " ) Aetreadet
Aajr protWea In an •taployawat afreenmt whkb proridra that
aa eaiployte ahaU mmigm or offer to tmign any of bb rigfeu la
aafaitYsUoato hie imphytr •ball UJ* apply • * en iavraiion for
which ao eo/upemt, aupplioa, farllify or trsdo nxrrl informatioa of tie e&pioytr waa uwd aad wbkh waa dfrrlop*! entirely
•a the eesploreo* ova liiae, omd (1) wbkh dora not rtlala
(a) dirertly to tbo baatafos of the employer or (b) to the cat'
ptoytr% artoal or Anaeaatrtbty aatkjpotcd rvorareh or dctrlopawat, or (2) wbkb dots aot ttooH (na aay work performed
by the ceaplojt* for the otaployw. l a y provision wbkh pur*
porta to apply toearh an Invtattoa h to that ettrnt «(t*inrt tbo
rahttr poUry of thia auto aad b) to tbat eittat »©id and uumfeeteohW, (Bapbasb) mioo) »• .

The emphaalxed "or" marka the eritieal point at
which the afinneaota Act moat be analyted. Taken literally, aaatgnroeat of any Invention which aa employee
devebpa entirely oa hie own time, without any equipment, aappUca, facility, or trade aeeret information of
the employer la agalnet the public policy laid down by
the alinneeota Act, provided that at lea«t one of the
s e n * factors aet forth in sabparajrrapha 1 and 2 U miaainn;. Sach aa Invention, howerer, la aa»ignable if both
of theee nexaa factora are foand. Employee "work" ia
• I W M U i w h Art tortoo** two aedtUooal •nMi«i*lon» rtUUa*
a» (1) ooorotloa of tbo Act M a roatiHta of »woW»y»Btot or contiaalac Mtofiiiji—*. o*d ( I ) aoUacatioo of ao»fa/jio. Tbo itilMtiM of
aboaa wfll betfoEoaaoiwttb rofuoaaa to tbo Wtoblotfo A«t.
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the dominant neiu* factor, since any Invention which re- .
' fulU from tho employee'* work should relate to the
business or IUkl> of tho employer. The converse of
' course i* not true, a* in the case of invention* resulting
. from: general inventive employment. Ra*cd upon tho
literal interpretation of the Minnesota Act, therefore,
only Invention* resulting from apeclflo inventive employment appear to be assignable, provided they relate
to the busincs* or BAD of the employer. A* will now be
apparent, a literal interpretation of the Minnesota Act
lead* to the conclusion that arty invention which ante* '.
from general Invtmtion employment it not assignable, .
despite the fad that the invention may relate to the employer'a bUftiueo* or K&D activities. It is at this point
that the Washington Act on it* face depart* from the
Minnesota and California Act*.. If the "or" emphaticed
above won* changed to "and," however, then the Washington Act would parallel tho Minnesota ami California
" Acta.
. •
The legiHlative history of the Minnesota Act, however,
may reveal an intent Jo permit assignment of invention*
which rojtult from general inventive employment, provided they relate to (he business or lUtD of the employer.
The bill upon which the Minnesota Act was passed
originally referred only <o the "work project" of the
employee and did not include business of the employer
a* a factor pertaining to the required nexus, supra.
While tho bill wa* pending, "work project" wa* chanced
to "work" fa somewhat .broader term than "work project"), and business or It&I) of the employer wa* added.
Hoth of these amendment* clearly affected ihe required
neiu«t yet, according to a literal reading of the Minnesota Act, the employee'* work i* the dominant nexus
factor. To give significance to theso amendment v it i*
poftiiihlc to infer that the underlying intent wa* to establish two nexu* factor* which, in the alternative, could
form a ba*i* for the employer obtaining ownership
right* by alignment. Thi* of course eoul-l support aa
interpretation that the drafter* of the Minnesota Act
-741—
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intended to letaen tho required aeioa aufficiently to per>
mit aceigamrnt of iartalloiui vhicti ariae from general
tarcttUrt employment, provided thejr relate to the bualM M or B*U) of the employer. If *o, it may he fair to n»nwMt that the drafter* of the Minncaota Act actually
intruded the ••or" emphaaiaed above to read "and".
Upon considering thia legislative history, a court may
well routine the afuuteaota Act accordingly.
The WaJkimgiom Act
The Washington Act* Is based upon 8*nate Hill No
3430 (SB 3430), which waa originally introduced in the
Washington Stat* Sotxate on January 35,11/79. 811 3420,
an introduced, waa identical to the by-tben enactrd Minnesota Act and, ia fad, waa wined aa the Washington
"Freedom To Create" BUL In brief, 8B 3420 contained
provision* directed to invention assignment, labor relation*, and notice, all of which were counterpart* to the
Minnesota Act. A aotnewhat different bill wai introduced ia the Washington State House on February 2,
1979, aa House Bin No. 733 (1IB 735). Both hilt* •outfit
to amend Chapter 49.44 ROW, entitled "Violations Prohibited Pra-tkra," Thia chapter deal* with <x>ttnin
employer-employee labor offenae* which, with the ciccption of age diacrimication, are misdemeanors or gross
mitdemeanor*.
ImrtnSiou Assignment
HBTiS
Section 1 of IIB 735, aa originally presented, provided
that:
( I ) Any prerhk* la aa nsployaxat •grrvetrnt that rrquirea
aa tmpiaiv te aw lam any of the es*ptey««'a right* in an inven-'
t i t * ta hit eapteyvr dor* net apply to an tarrntion!
(a) Fee waka ao eqaipsseat. mpptiffl, fsrflillra, or trad*
a r m * iafemstica of the osptoyer waa oasd;
•»«*.*« BCW. sWOna l a t l BftVctfw *********
eattn WaatUagtae Act ia art ftrta a* apptasls S.
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(b) Which waa developed entirely oo the eatployeea own
time;
(e) Which doea nut relate to the employer a arfaal #r
cltarly aniiciptiid rtttank t dtvtfopmient; and
-^-~_Jd) Which doea not mult fraa any work performed by
the employee for lie rtuploytr.
To the extrnt tb«t any prorltion in the ewplorm*-nt agreement
purpurla to epphr to the** invention*, the pro»i*iw» U against UM
public iMjIir" i tbia atate and b »w<i and unenforceable.**
(Umpha/u* nilut).
'
Tho conjition* act forth in subparagraph* (a) • (d)
oorr.iiHponiJ to tbu condition* act forth in toe Minor tola
Act, with the exception that HU 7'il omit* any reference
to l'huninc»a of thaemployer."** tilt ?:$ therefor*
cnutod tho possibility that tillo to an invention which
..relate* to company bUainca* would bo retained by an employ oe, Uulfisa tho company i», or U about la become,
actively involved in lt£!) effort* with re*peet to the tubject mutter of the invention. Tbia po&cd a riak that im'portant invciitiona relating to those company product*
not involved with H&I), fur example, woutd be owned by
the employee. While it could be argued that any largo
company, i* in fact nlway* involved in II*I) In all product
arena, the truth of the matter la that thia ia not alwaya
the en so, cH|K>cittlly when viewed over u prolonged time
puriod. Of ten, certain division* or *ub*idiarie* of auch
a company experience fluctuation* in R4D fundi ox
levels, especially aa lt&I) funda are aipbonrd off for
other development efforta within other division* or auh»
stdinriee. This it particularly aggravated in tho caae of
thoao UiviHioim susceptible to funding fluctuation* from
government sponsored Il&l). Indeed, it ia common for
. funding of certain Il&D work to be withdrawn altogether
from certain divUIona for indefinite pcrioda of time, Ia
thesfe Instance*, the HAD work come* to a halt, of course,
•» UOtZS Indodrd twa actional aaetbu aUaOar U Onaa nfemt
'•Cwnpara tulrtiviites I, »»bf«r*4T»j>a (t> (») of the MUubnata

to la aoU 10. lupra.
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aad qalta often ao plana art nude to reihaUto it at a'.'
lattr data. '
' :; :;.J.^
l a tat tad. HB 725 vaa amended to make it identical .
vita SB 5430. I t U iatereatinf to note, however, that ao
Interim amendment to HB 723 deleted aubparajrraph (4)
of Section L i i w amended, iaiTeoUou which fall outaide the eeope of the employee'* work could be subject
. to aaaijrnmoat, provided that they relate to actual or
dearly anticipated RAD.
-^.

8B H» aadtk* result imp del.
Aa mentioned abore, 8B 3420, a* originally presented,
vaa Identical to the If intteeotn Act and therefore it not
reproduetd here. The key provUioa of the Washington
Act aa named oa tae baaie of SB 2420, however, differ* .
from tbeMinaeeota Act, aa follow*:
• prvrhtao to aattaptoyaKotofrwawat whfeh provide* that
aa ta^tkgrw eaall aaaJfn or efftr to aatifa aay of the employe* V.
right* to aa bvratioa ta tae employer doe* not apply to an
taveetJoo for which ao eqvJpmcsl, anpplka, lataliUca. or trad*
•ami taforaaOoa of tae. csaployrr t u tui*4 and which « M
oVrrfopcd eatirtjy ea tae employ** *e own time. «*&«» Y«> '*•
aavtalmw rtief*• (I) directly
te thefcoiioeaaof the employer, or
(U) to tae employer1* aetoal or demotutrehiy anticipated re-.
aearea or dnctoeearat, *r fh) iee imvrmtion ruultt from an*
wwk performed Vy the employ** for tae employer, any provimoo which pwirorm to apply to each aa laventioo i> to that
enteat anient the pabUe poiiey of tale atat* and ia to that «*teat eon aad naeofaretabt*. (New matter raphaalwd)
Tbo Waahfngtoa Aet thne eaUbllabee two condition*
vhkh, ia taa alternative, wQl enable th* employer to aoantra titk to aa employee {erection. The Waahinjrton:
Aet probibiU assignment of any invention for which ao
aqnlpmtnt, eappliea, faoilitlee, or trade eooret Information of the employer vaa need and which was developed
entirely oa taa omployee'a own time, \nlc4t the Invention reiatea to company bnalncaa or BAD, or result* from
vork pnrformed by the employee. In the situation preacnted by DuhUtr copra, therefore,the Waahlngton Act
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would allow tbc employer to acquire title to invention*
outilde th« scope of specifically assigned duties but
withfa the Hold of the employer'a busioess. That ta,
gviieraliuvontivo employment can, uuder the Washington Art, yield euilgnablc invention*.' Nonetheless, tba
.Wa*hfugton Act restricts operation of those overly broad
employment agreements that seek aMigtuneat. of «0
. employee invention*.
. .
"" : """""
tiika tbo Minnesota Act, tba Washington Act docs Dot
differentiate between chu*cs or tjpea of employee* and
therefore could condone an overly broad assignment pro; vUioii applicable to un«ki|led employee* not "employed
to Invent" (i.e.' those employees subjeet to non-inventive
employment). For eiamplc, the Washingtou Act could
permit assignment of an invention'made by • floor
•weeper entirely on bis own time, without use of com*
pahy rcsourcca, where tbo invention relate* directly to
company bu«lnc«s.' This result, of course, l» contrary to
that. advocated by either the majority or dissenting
opinions in Dubilitr, or to that reached under the common law doctrine. To thia extent, th« Washington Act,
unlike tho Minnesota Act, tips the balance of the equities in favor of the employer. Aa a practical matter,
however, this should not occur. Most large corporal*
enip'oyer* do not obtain employment agreement* of the
type under discussion with rcipcct to such unskilled employees. Moreover, in many cases, such employees arc
subject to collective bargaining agreements which determine employer-employee rights in inventions.Tbo Washington Act includes two additional subsections, both of which originated with the Minnesota Act.
Tbo first in a labor relations provision relating to conditions of employment. The second subsection Is merely
a notice provision.
*» CoH«rtiv« Wtslslse *grt<m*nU Wwt trwrttt far estyfefM
ow»*r»hlp oftavrnUoM,ratjacftU s thos-rtsfcl SM Hm—fir. is»rs.

Cb»f ur «, pp. lis st ••«.

748-

45-025

0 - 8 5 - 1 0

2048

;'.;-/:;; ::•;..'. IhctmUr, 1990, Vol a,

Nc.lt

:rV; >'•: •':•'; £oeW Rttoticn*'
l i t labor relations provision" of the Washington Act
receirsd conalderabla attention from a principal proponent of the legislation, tbe Seattle Professional KnjfiB^ria< Rmplo7«n Aatodatloo (8FEEA).** 81'KKA
•oagkt to supplement protection afforded by their collective bargaining agreement with legislative protection
afforded by this provision. la pbblie testimony before
the Senate Labor Committee, 8PEEA argued that the
determination of employer-employee rights ought to be
restored from the work place ao that employers eou'd not
threaten the employee with loss of job, either during
pre-euploymeat or employment. 8inee a pre-cmploymcat contract is not a aabjeet of mandatory bargaining,
8PEEA supported the legislation aa a meant of extendlag protection agaioat each threata to the pre-employment stag*.
.
Notice
Tbe notice provision" of the Washington Act i» directed at empJoyeee who sign agreements in the future.
It re-|Qi.*ee the employer to giro written notification to
tbe employee at tbe time tbe agreement U signed as to
tboaa inventions wbleb aro not subject to assignment
Tbe notice provision does not apply to those employees
wbo signed agreementa before tbe Act went into effect.
aaaB w l raaatra a arvvbtoa awe* *«M sa4 »a>
fafanaMe a> latiwttiai (1} «f tfcto M A N M • ***dUion •/ «^»»awaf «r 11 sHaatej trnfltgrntrnt. (Eaieaasto aria*).
*• trULA Is a laaar artsabaUMi thai r*pr*»*»to «pg<n*m a»4
tacks***! t M U p a U Uw raaH Soaai area, 8PEBA SM a eelaxtiv* auvtiataf a«w—tat «wa TV aarlas ComMsy.
*> If aa aaeWiawal *«r»*awat «st*r*4 into «fur Uw tffwttot <UU
aff tais art *—tolas a aurtaJai rsqsf ri«« tfca taifteyw to «**lm any
af lac «*ftmv% rtaaU Is as? nm*U«i to O* n t ^ m , tfct •»•
^ f i t waat aba, at la* Uaw la* amtrnxst to •»«•. previa* s w n « «
•fH/ln*ri— to U« I I I I J M last to* »*r»*tn«t>t aer* not apslf to aa
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Procedure
A now provision" was added to SB 24*20 mid-way
through tho legiidativo action and ultimately appeared
in tho Washington Act. Thi* new provision create* a
preemption that invention* whirs relate to company
bunine** or H&I), or which result trzm work performed
by the -employee,belong to tbc employer. To ovcrvoina
thl* presumption, the employ ee buj the burden of proving thnt no equipment, vuppliea, facilities, or trade ao>
cret information of the employer wai used, and that tho
invention win dcvelo|>cd entirely on the employee'* own
time. Even if this in the case, however, the employer
wtill can acquire title to the invention under an appro*
printo HMti^iiir.triit provision if the invention relate* directly to the hu*ine:>» of the rraployer or to tho em*
pluyer'a Kil), or if the invention result* from work
performed by the employee. It is anticipated that the
burden of proof impoiM-d upon the employee by thii provision, will be formidable, at len*t a* applied to those
altilled employee* "employed to invent" The rationale
for im*K>sliig thia burden on the employee (instead of tho
employer) la thnt HUCII employee* *>nter employment with
the understanding that the employer will, under certain
cireumtitunces, own resulting invention*. In return, the
employee i» given areett* to trade *eerel* and confidentitil information of the employer which, in the absence of
atieh employment, the employee could not otherwise
ohtnin.
Additionally, under the new provision mentioned
above, the employee U obligated to disclose invention*
(or pnrp«-i«v* of determining employer or employee
right*. The disclosure obligation therefore prevent* an
H |>»n tfcoustt OVt «Btplojr«« VKXTU U« Inrir* • / prrring Out toaii. U>ma i w r i l W In a*#ll<>a I it «M» *rt. tK* •*>-J»r«»
o^»U. «t lk« ( i a *
M tjmpiiijmtnl or UwrvAfUr, dufh** t a r tB<r-ni.oa« brlftg *m<3pa4
by U>» enjpiojrrt, fvr lha purj«**» •» •rUrmittfe*' roipUrrr «T
•nit'loyr* rlftota. Th» emj;!er«r or O* •esptor'* «•»%» *i*.-t***
»uth lnv«r.Uon« lo th« (Vptrlnrttt of E«;vU-rmr»t Sarorlty, «o4 tlM
<tcp*rti7vat «h«U M l n u i a • nvvr4 of nick l l v l o r a n * far • atlaimiiui o7 D>« jttr*. (EmpfcaiU mjM).
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employe* from aaaldag tbe initial determination M to
whither or sot the invention is rabbet to alignment
To protect the possible trade secret status of an inveh«:
tloa which belongs to toe employee, the employee has the
right to diadoee invention* to the Washington State
Deportment of Employment Security.Although .in©/
ease* bore yet arises la which/ as employee baa made.
each a disclosure. It la anticipated that the agency will,
if needed, adopt reasonable regulations concerning the:
conftdentiaKty and handling of eocb disclosures.
Tkt Califormd Act
The provision* of the California Act" correspond to
the assignment provisions of the afinnesota Act} the
condition of employment provisions of the Minnesota
and Washington Aetaj and the burden of proof provlaloaa of the Washington Aet The California Act differs
ia two respects. First, it authorize* provisions that
subordinate too title rights of the employee to those of
the United 8tatea arising from contracts between the.',
employer and the United 8tates. Second, it authorises
provisions requiring disclosure of inventions in confidence to the employer, provided the employer maintains
a review process for determining ownership. While
these aspects of the California Act certainly boar upon
the issue of permissible employment agreement provlsiona, they do not alter the basic delineation of a»ai|(n<
abk vs. non-assignable inventions.
The legislative history of the California Act contains
aa interesting discussion of the meaning of the term
"employer** which, aa will sow be apparent, is not defined ia any of the three Aets in question. While AB 474
(the bill upon which the California Aet was passed) was
pending, its author submitted the following statement to
the California Assembly and Senate:
**Attkfe t a . CUjtar t af PHUot «. Catlfotid* Ubor Co4».
at«w4 *» C—«i«w I w a «a B c i M i k t r H , 1*1% TU Mrtlrt CsUi Act Is art *wia> as.
"*
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AB 474 provide* that whrra aa employee dctrlopa an tnvtstioa
oo his or her own Itaur without an/ mo of e^bipoKnt, supplies*
facility, trad* wrcrtt information or Mftrr anwtanc*. of tat assloytr and wbtra the invention dors not r*Ui* dirarUy to the
u«in<Hia cr the drmunatrably anticipate rowarrh aad drrelop-HB<nt of tha rtoptuvtr, tbat invention belong wrttly to la* employe* rrgardlea* of an/ employaieot acrteatenl to the contrary.
This problem of interpretation concern* lb* definition of tao
teriri employer a* m*d io the contest of IbU proposed cUluU.
A person employed by. a e«nfi!oe»*rate corporation having
. multiple divuuoita, affiliate* or •ubtidiaric* may find that hie or
bar employer'a "business" U ao varied and farreachuit; that
. any invention*, no matter bow far afield of tot cuocera of tbat
employee's.'own dhuioo, affiliate or subsidiary, relate* to the
. bd«ineat or roeareb and development of the parent corporation.
Bucb an interpretation of the Ifraj.employer fruUra.Ua UM
olivioiia. luteal of AD 474 that otherwise independent inventions
of the e mpioyee should belong aoltly to thai employee. ,

C

In order to en»ure tbat the patent rifbta of. employees do not
. fluctuate wildly depending upon It-,* market positive) of an employee's remot* parent corporation, tf w K O M T * f# staler*
at Ikg UffuUtift i*ttnt of Aft 474 ta«i im a cvfjvrsfitm aaetaf
muttipt* dicitio**, if/dialr*. nbrsdiiruj. profit e**t*r$ *s*
eowtpamer, Ik* ttrm. employee (tic) a* n*r<f ts AB 474 iktM
' ritct* only U> tkt <hi irton, a//dw/f, *%£>tut*try, ptxfil (rarer,
or company (wkicktvtt nwl, W imalUtt) rtthtr them to tkt
portnt^corpenlitm. (Knipbaaia Mint)
The itttttctncnt just quoted would narrow the scope of
a«*ltftiable inrcnticma by restricting the scop* of the •'crn. ployttr" ami, bonce, "business" of the employer. Thus,
. ah invention made by an emp'oye* of one division of a
nmlti-ilivUional corporate entity wouhl be a&siirnable
"only if it relates to tho business of that division. If not,
nitsi#mnent would ho prohibited, even though it may relate to tho business of another division of the »arae
corporato entity.
This ignores several critical fact* which, io tny opinion, require that the "employer" be r«n»idcred to encompass the corporate entity at a whole. The parties
to tho employee invention agreements which are now
governed by the slate public jwlicy laid down by the
Culifornia Act typically ore the employee and the cor-
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porats entity aa a whole, not the employe and the particalar drristoa to which tie employe* U assigned at the
thee the agreement la signed. Wbil* tbo corpora to entity eoald be considered as acting through a particular
diviaioa la order to eoadoet business, the entity as a
whole Is boood by tbo employee invention agreement.
To restrict the eeope of "employer," to a "unit" leas
than the entity which ie bound by tbe agreement would
materially alter tbe contractual relationship between the "
parties. From a practical standpoint, moreover, tbe employee of one diriaioa often baa knowledge or should
hare knowledge of tbe hoslneas carried on by another
division, especially when inter-divisional transfers or
cooperative efforts are prevalent. To the extent the
iaveotioa Is derived from or basod upon »Wh knowledge, it oofbt ta be assignable to the employer.
Tbe etateacat quoted above also sheds light upon the
legislative intent of whether inventions arising from
general iaventive employment are assignable, despite a
literal Interpretation lb the contrary, as dibcusnod supra,
with reference to tbe Minnesota Act The "bunin«fl»"
of the employer is emphasised aa if it were tho dominate
aextu factor. la fact, "work" of tho employee is not
mentioned at all in this context. It is therefore reasonable ta conclude that the drafters of the California Act
intended to permit assignment of an invention which relate* to the "basinesa" of tbe employer, opening up the
possibility that the California Act also may be interpreted at providing that general inventive employment
may yield assignable inventions.
Onuunov or TBS Acre
Having described aad outlined the Minnesota, Washlagtoa aad California Acta, consider the following bypothefaal!
8mitb Is a design engineer employed by the XYZ
Company, a multi-division corporation in which one diriaioa (tbe Airplane Division) is engaged in the business
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of manufacturing and selling aircraft* AnoUirr division
of tho XYZ Cornpcny (the Boot l>»ri»ion).U engaged ia
the luainess of manufacturing and wiling boat*. At tha
timo of being hired by XYZ Company, Smith signed a
standard form employee axrvement which provided that
Smith would B**IKII to XYZ Company at! invention! conceived by Smith, either solely or with other*, during tha
term of hi* employment.
_'._.....-'
1. While assigned to the flap dc*ign group of the Airplane JHvUlon, Smith is given the task of dovelojiing a
fbtp fur a uew commercial airplane ia accordance with
•specific -design parameters. Using company resource*,
Mr. .Smith invent* this flap on company time.
2. Smith l« a flcrsisturtt inventor. One weekend while
working in hi* garage and without uting any company
equipment, supplies, facilities, or trade secret information, Smith conceives a new landing gear for u*> with the
flap ha deilgned.
3. Smith likes to Bail for a bobby. While wiling after
work the following week, and without u&o of any company equipment, supplies, facilities or trade secret Information, bu conceive* A hull design for boat*.
4. Smith ha* a background in computer science. The
next nigh.', wbilo watching television at home, Smith
writes a computer program for a borne video game,
ognin without use of any company equipment, supplier,
facilities, or trade secret information.
Invention 1 belong* to the XYZ Company under the
Minnesota, Wellington, and California Acta. Thi* invention wns developed uidng eotnpeny resources and raKultM from work |>crfornu>d by Smith for XYZ Company.
Further, it relates dirvctly to business of the XYZ Company. Thi* result is consistent with the traditional common law doctrine based upon specifically assigned duties,
^Invention 2 clearly belongs to XYZ Company under
the Washington Act because it relate* directly to company business, and perhaps to actual RAD. There is
room for argument as to whether the intention results
from hLs ••work," depending upon whether "work" ia
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viewed broadly or narrowly (La. in the sense of general
inventive employment or spscifie Inventive employment}.
To this extent, tba resultsreached under the Minnesota
aai California Acta may vary. Bince there is a nexus
between his assigned work oa flaps aod the new landing
gear, however, a court probably would rub in favor of
the emptcyer oa the basis that the invention results from
bis specifically assigned duties. In California, however,
Smith would hare the burden of proving that he dfr
veloped the landing gear without use of company supplies, equipment, facilities, or trade secret information.
Invention 3 marks the point at which the Washington
Act significantly departs from the Minnesota and California Acts in a literal sense. Under the Washington
Att, Invention 3 belongs to XYZ Company because it
route* directly to tba business of XYZ Company, as
carried on by the Boat Division. This i* so even though
Smith satisfies his burden of proof. Under the Minneaota and California Acts, however, the alignment provision sppears to be void and unenforcesHe with respect
to Invention 3, sines Invention 3 doe* not remit from
Smith's work.
Invention 4 belongs to Smith under all three Acts. It
neither relates to tba business or RAD of X YZ Company,
nor results from Smith's work. Again, as in the case of
Invention I, the result is consistent with the common
law doctrine la Washington and California, however,
Smith wonld havs tba burden of proving that Invention
4 was developed entirely on bis own time, without use of
company equipment, supplies, facilities, or trade secret
information. la California and Washington, moreover,
XTZ Company could require disclosure of Invention 4
for tba purpose of determining ownership rights.
•:••• 8nxM*ar ,.--'
Under tba Washington let, inventions resulting from
both specific Inventive employment and general Inventive employment are assignable If they relate to the bustness of research of the employer. Under the Minnesota
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AcTin^tbo California Act, Invention* retulting from
•IMjcifio luveuUve employment atw> am a*»ignable if tbey
irebita to the l»u»lne»i or re*tarch of the employer, bat
invention* resulting from general iuvt-ntivo employment
.', art not •*»Jj|nBbU}._ LegUUtive hittory may provide a
bail* for Interpreting the MinnetoU Art ami the California Act o»or* brondly. In all three »talea, invenUoha
which are developed out/ulo the *cope of inventive employment (whether vpecifio inventive employment or
general invciitlvo employment) without uw of any tb»e
or facility of the employer, and which do not relate to the
bU8hic»« of research of tho employer, are not assignable.
The WuuhiiiKlon Act delineate* employer and employee nwnertbip right* In invention* more equitably
; than the Minnesota and California Act*. Firat, the
. WaMhiii(ftbn Act Immunity*.employe** ngaart the ef. fed* of over-reaching ataJgniucnt provuiot.*, yet allow*
tbo employer to enjoy tbo fruit* produced by those employee* who Me employed in a general inventive capndty (i.e., nubject to general inventive employment).
The Wanhington Act, however, allow* the*e employee*
to reap tbo benefit* of their akilU Jo "spin-off" inrenlion* which are unrelated to the employ cr** butinei* and
do not renult from their work.
The UiniieHota and California Art* over-«ompeneate
. in tbU area by cutting off the right of the employer to
obtain title, to invention* which result from genera) inventive, employment and which, therefore, actually ar*
not "•pin-off" invention* *inoe they rtuttn to the employ ur'* butinei* or ll&I). The Minne*ot« and California Act* do not recogniie that ino»t invention* within
tbo field of the employer'* biwine** or R&D are derived
from trade secret* and other confidential information of
the employer, to which the employee i* exposed or ha*
aecea* during the term of hi* employment, even though
the employee may not in fact "u*e" *uch icformatioo in
connection with the invention. Thu*, while the invention
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might not result from, bis work, it almost certainly Wilt
W MMd upon knowledge or experience which was gained
by UM employee as a proximate reeult of employment
To exclude such Inventionsfrom the! province of the
etcployer, as and?r the Minnesota and CtUfornia Acts,
ignores tit* equities of the situation and, in addition,
nay be contrary to the understanding of the parlies.
Additionally, tbe Washington Act dot* not upsc t most
etnploymeat agreements currently in use. Tbe assignmeat provisions contained la such employment agree*.
. meats typically apply to inventions which relate to company business or which result from tbe employee's work.
The Washington Act does not impinge upon the scope of
these provisions. It does, however, restrict tbe scope of
those overly broad agreements which apply to "all"
inventions.
Tbe Minnesota and California Ads, on the other band,
on their fan* adversely affect operation of such agreements. While it could be argued that these Acts merely
restore the field of employer-employee rights to the
status of tbe common law doctrine, as enunciated by the
majority in Dubititr, realistic reflection on tbe current
status of tbia field leads to tbe Inescapable conclusion
that tfao dissenting opinion in IhthUUr has, in fact, been
adopted, ay coafrexi, in tbe United 8tate*. From a nation-wide standpoint, therefore, tbe Minnesota and California Acta raise the question of whether tbe benefits
obtained by tilting tbe balance of equities in favor of the .
employee are outweighed by tbe resultant disruption in
employer-employee contractual relationships. Further,
tbe Minnesota and California Acts post the real rink that
arbitrariness, such as that which infected tbe common
law doctrine, will creep back into this area as eouns are
called upon to determine tbe meaning and scope of the
term employee "work."
•'While only threo states bate enacted Legislation in
this area, it should now be abundantly clear that uniform
legislation is needed urgently. In view of the apparent
difference* in scope between tbe three Ac**, employers
.767-,

2057

Journal of the Patent Office SocUt*
doing bu»inct>» in Minnesota, \Va»uintf1<>n and California ,
will no doubt be fared with difficult conflict of U« itage* \
in the future. "Thia mar »j»ill over to other state* nt /
additional legislation modeled after either the Miunc*
H'ltn/'Culiforiiia Art or the Washington Act is enarted.
K.tsainK t<rn|)l()yi>t> transfer* or relocation* to or from
. .ii'hc jintcs will only compound the situation.

.App^ftdK- A
MINNESOTA ACT
HE IT ENACTED BY TUE LEGISLATURE o r TUB STATE O f
MINNESOTA!
Swiion I (CKRTAtN EMPLOYEE AGREEMENT TERMS 1 E LATINC1 TO INVENTIONS UNENFORCEABLE! SaSOrUic* •*.
Any prxnritlcn ta an .mptwnrot actwawat mhirk prvnin
tkat a*
' employe* *h*)l a»*)*-n of, off»r to aM)*i> *"f of »*» rlgfcla U • • !»•
n h i l o n la hi* <mt>iorrr »h»U Dot a p e i j j o aa InTraiioa for a-fclrk ao
j.*tit\\rfntnU »up(i!i**, f• rilttjr or trad* arrtvt iafonMltea of lk» *av
plojrcr wta uml a nd »hich * • • orvvJvpvo' #«lir»ty oa Ik* emptor****
own tiftw.. and ( I ) wrilch dors riot n l t u ta) 4>rw.ly to Ik* kalian*i f ihf vmpl»V«r i r (b) to U\» «r»pl»r*r'a art«al or dvoMmatraMy aattcl(j»lr4 ttKirtli or d»v*fc»nm»Bt. or ( I | «*Kk 4><* aot m i t t fraaa.
•ox werk'.pirfortrwd by in* viaploy** for Ik*-»capl*r»r. Arty '*»»*t«!un which puitiort* to apply to ruck • • lavraUoa M to tkat rstrst
• irminti th» public poUry of tkla »UU aaa I* U lost naWal void aa*
uncnfomabl*.
SuM. 2. No vinaloytr that! r*q«lr* a prvoltio* BMO* raid Mat
uncnforr*»Mt by •uWlvtttoo I aa • eaaditloa of *akf>toya>»ol or roattnuing trnptoynxml
S'ubd. 1. If an rmployowut aXTrnnrat *at#rvd lato after tk» »ffrtliv* daU of Ihli art ronlalna a pro*i»i»a roquiriaf tk* vcaalem
- to • <*i«-n or vffrr to awir" any of k u n«fci* la any t»ir*aus« to Via
*n ^Inyrr, tk* tmployrr n u i l alao, at to* t i n * tk* Aft*»ia*at la axada.
pro/id* a written autinratlea ta tk* rtapWy** tkal Ik* acrwtaaat
dar* not apply to tn in**nUoa fur wktrk ao «s«jpow«t. a«j>»i*"a.
' fuctlity or trad* tnrvt InforwaUoa of tka *oif>Wyrr »aa oaed aj«i
which « • • <lrt»lop«d »nllrrly on tk* *a*f4oyr*'» vora tib*. aad t i l
~»hliti dur« nut rvUw tal dirorOy to tk* Nuiars* of Ik* vatployrr or
lb) to tk* »mploy«r'» artcal r 4r»nofUtr*k> ajtt»ri»oU4 fiwowfc or
a>vrlepin»ot. or C ) v k k b Ar»$ at.t m a l t frvaa a a / roork a*r>
furntrd r>y tk* *ai^loy*« frr tk* rapbyvr.
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WAJldKvTON ACT

.;';

NEW SECTION. Car. S. I W r a to t A M to dwpWr t M t ECW •
*w w n l i H t ttad — fattawn
CI) A I I M I I I H b M W i l i n m « | M M « « k U I pravtaV* Out
i w l n w afcaK aaatc* «r aiBrr to aaalf* aay of to* rmptoycw'o
rtojato to » U u a U i a to to* i w i t i j n i d*o* aat apply to aa taroctfoa
far *ttofc -aa m n a w a t , waatiia. fadllUc*, «* t m b t#<n« InferM U M at to* a w b f i r . n t aatd aad trfcfc* n i developed •otirtlr
• a to* * — l o y n V • « • ttawu «a>M* (a) to* Uvrauoa rvUtoa <l>
dUartly to I W aaateata af to* N a l q u r , '-ar t i n to to* •roptoyvr'*
•ceaat «r w i a a n O t y aalklpatod rwonirta • * eVvrlopmat, or (b)
I k * towatioa w i h i fraa» aay warfc airfuraiod ay to* r»p|*jr«« for
aavtoyar. A**-aravtatoa vfcidi aarporu to apply to iucb aa
astca la to toat axtaal afalaat to* juaMic p*u«y of tKU »Uto
• M la to toat axtoat ***d aad caaaf*r****J*>
•
f t ) Aa iwafcuic aaall act rafatr* a afawtafoa audit void and u»otifWraaali ay itowrtloa I I ) «f tktoaacttaaaa a coadtftoaaf tnptey*
O ) I f aa a — h y a w t a y i i i i a l *mt*rU tot* aftor tk* eflVcti**
dat* af lata act taaular a.' pwiatoa raquirta* to* aaptoyr* to
aaaiga say at to* w i l i y n ' i rickt* la avy tavratiea to Ik* ratpSojrtr.
I k * tmfbmfmr ataat aiaa, at tlw tba» to* *******
la auute, provide
• writora a i i f m i i a to to* aaalaywa that tk* w n w w m oo»» aot
afpty to aa .wM—ttoa far « a k » aa aqslpewat. MppUtt, forlitly, or
' tafacwattaa af to* l a w l i j w m a**d aad #fcich * u
part • *• » tla*».
tlaw. MBWM fa)
*V**tap*d •aundy aa to* awptoyno
(a) to* lavaatto* n b l i I I ) dttraatfy to to* aaata.,^ of to* amatayvr, or (til
to to* • • p l o j i r V * t t * * I ar d—laatnUy aatttipatoi roarank or
tooiliaanat. ar f » to* lamjtiaa raaWto fraav aay work performed
ay taa i i l t y n far to* atojliyif.
JVaTtT SECTION Sac t . I W n I t a i d a i to caaytor « M 4 BCW a
" ~

it • • •

C * M tlwtra to* —priPM aw*to tlw tojroVa of prorine la* «endlttoaa a p t c t M to arrthw f af Ifcla act. to* «atptay** aaall. at On Urn
af iaVl»jaiia« ar tomaftor. dl*ri>i aD I m n U m tolas Ur*\ov&
ay to* lajjlopia. far I k * aar>*— af a»termiiM«f waptoyr or •mp4oy*»
rdPto T a * aaatoycr ar to* aaatoyo* mmg duclo.'* »oea )a«*atw>iM
to to* P i p i r f i a l af Kafdoyawat aWority. aad ' * • drparUneat
• a a l watatala racarda af aaak diactoMraa for a awriatoa a*rtod af
• * * yrara>

—T5>-
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Ayaeadbl C '
CAUfOftNtA ACT
tSOlf LATIVt COUNStL* bIGUT
A t 414. I m t i , I . i l i r i awplayw l a i m l a n .
T W rstobaa; law aaatolaa M l u r t r t n a rahUlac to taa ridat to
— a m a i a af aa l*+r*Um mmdt ay a * —atoyaa.
TM> Wfl. a a r i l ararlaa ttal m ararlttoa to aa agaltytoiat Mf—»
awai * a k a raaairM aa atoftoyaa to aaata* say af aia rtffcto la M I
tarraUaa to iua raiatayar gaaaraJty akao aat aayJy. * k « atrial*
aataHUaaa art atrt, to a * U w i U a i a a k a *aa dmlapad * • taa aav
aajyu'r 0m* umm aa* tar vaWk rartaa* iraylayrr m a a m a vara
aat aaa4 T W atU a i a l f aaattfy taat aaatrary •r»Walaaa to aaatoy.
t a n * a g m await ar* va*f a«4 aara/oraaaata. fa aay aatt a? aAtoa
ariataa; aaaW aat* arananaa. Ifea tojrvsa af araaf «a*M m aa (aa
aa*alaya> ttaiariaa; CM I m l u .
T W MS vagal aba raaajt* aaialaaaia « • * aatoy •'**» a n i l a / a M *
agnawaai aftor Jaaaary I , IftrS. «*W* raaajra »*• raiatoyaa to aa.
ajfa na»tt to M tarratiaa to taa a—l»yif. to «»•» wrHtaa aatttottaa
to taa aatytayar af raartaad M i l a n n t a t o f to rlgato to aammaja)
af aa laatauaa,
Taa aarata af I W W.«to af CaltfaraJa 4a raact aa foltiaaj
aUBCTtOM U ArtkW M ( « M w r t t ( arfta facttoa OTt) » aaaaf
to Chapter a af Dfnataa • at taa U a a r C 4a. to raaii
A r t k l a U i laaaatlaaa Maa» ky aa baatoyw
Mrfl. Aay arartrlia la aa •ajatojaajar a y anal • M r * araviaS*
tkat aa ia»ta«yaa aaaU • * * « * at afar to a*al#» aay af Ma «r aar
ri*JK* la aa U H I U M to Iua ar kar aaiatayar afcaB aat ayaly to a *
tauatiaa far » * « • . aa mm yaw at. aaaaJwa. fanhty. ar traoa w e n t
lafwiaiiaa af taa —»>»?»» aaa aaaa* aaa wait* waa amlaaia
aauraty «a taa m a l m s ' * wwa Uaaa, aa4. (a) «*ica aara aat ruato
( I ) to la* baila—i at tfca rmpleft m I I I to taa aawjiayrra artaal
ar aVajaaatraWy aauriyatoi rvtaarta ar a n i l f tat, ar 1*1 valcfc
4at» aat naait trum aay »o»t a«rf«raw4 ay t*a laiatoyia far taa
mtflofir.
Aar trevUiaa »»»«a a a i v n a to ayaty u asrk aa ta>
**a;t*« ta U laat «at«at acamct t*« M U M yaUry af tfcia rcato aa4 la
to U » i rshrat »«*4 aa4 aaaainrtaaMa.
t»7|. K« c»»l9r«r »aall raa«>r« a tiwritkm auaa ««t4 aa4 aataf»m>aii* ay ."Urttaa t»TO a* a caadittaa af teapiar «*** ar •ottiaaaa'
f M ^ r o M * * . N«(*iay la U>i an«to a»aU to tea»tra»4 la f«**ta' ar
natnrt Ua rt<%l «f aa ««iylay*r la ynrrula ta m u v u af *aial«y«
awat f«* rMtt-^aora. »miia»ii Uat aay «*** toln»iun ba i«(ai*«4 ta
w K U t M , af ail af U»* awglaiaa** ia««eua«a M * 4 » «c4*!]r ar >*taUy
anta elMn a i f i a j taa- urm af »u ar W ««<»iay»ral. a rrrv«»
afac«*a fcr tar «ea>faTcr ta ArWmioa ••»» waata aa asay I M M . aa4
fw r«U Utla to fvftaia aaWaU aa4 ta«*aitaaa to to la tha Uaiu4
Statoa. H raqatrai ay eoatracto tot*«a« taa tvateyrr aa4 t*a UaJtoi
Svaua ar (ay af tta a««arMa>
EXTt I f aa «apior«*at arr«*awat caur«4 lata aftrr Jaaaary I .
I WO. m«taiaa a provtuvm rt^airfac tea ««»pi<Tra« ta aatixa or «4*r
to M»-ca aay i t i n « fear titftta la aay ier«atiaa to kia ar aar
ttt>eJof«r, ta* tdplcyrr w a n aia*. at ta* uat* tha ajtraraaai la naaa.
tmrrvj* • arttira aat^&catioa to tha ne^lcyr* that iba a^r««carax * » •
aat »sr<7 t> aa u>v*ftu«a »eid) Q-jali£*« faiiy «nd«r tha prwusoaa
«( S««tMsa ISSTsti le aay 1111 er atuea »ri»ia< tttnuatf, tiw barax*
• f pr«at4 »fc*a aa a« taa aatatyta cUimiaa taa hracftta af l U t*^
vUcsca.
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Employee rights in innovative works
A..

t

'.'

«*f*c coftuwiif

Kcart> JO yrari *ma tftt f W M«ftRf of tto I I O .Ad\r«w> Cmmutirr
<M Salaried l«»fioxt» adoped • tewfcrwcafanf for Utt uMrodwcitoa) of
wtemanoaal rrgtdatmto cm enemon' OfM* for eropaoxe*.' TW **ue K*»
«tril not b«*n rcwhcd d e s * * fMKtWfwr* dm'tmnvb on the Mibjea M wnetfutoonal. nfKMul afld natiorul hndw* dafcAf from t«i» to the present
AJthewfh progrc«k h*» been nu<k m a iM»mSrt of ruttoaal la«v—fvrtmt
V t » o* «f<04l o m i i i -wHfrrvitxMui rrfttWtM<m tu%e >ct to »cc the Ufhi
of d«>
0»et Ac >ear% the qponoa of e » f * o > « ftjttav w that imentiorH tw*
*^w»ed I K * dSmenMom loihefcite I ' O * * ^ ^ : * |Vt<*ibe«tfof«of the
problem •«% clear and bfaaed. tf »av reOrKted. on the one luod. la
( u t n u N c t*»ewtio«*» «Ad, oa the other. to refuL*m*i of ike it*miff c4
rtffeH M miration* to tmptoytts K « f d « i 4 Uwi<vu»n hci«eci» t»o
r4**yone» of tatentrnm and between «•*> ratejono of cmpUnec*. B«efU.
M t*t ration «*•*»*« to a potent «•*land t%» am oo» «nd tt%ettti i«vhnx*l
oYttte. cttxhuic or prvxr*. or *n t/r.provcmew •*» one «4 theM tKtl * * *
new. noeototoM* «nd applicahte MI utduttty (he t * o c*te$t*io of
tmeajton «ere tlw*« m*Jc »odrpe«dcm)> b> tfee empknee o&ud* h*% or
her contnKSvai duue» t«oc*fled "frte" m»m;j»xi*» «nd then* nude •*
fstfttacM of etapio>iaeat cObftatwm C K H K C " wi»rmt©n*t. A dr*i>ft«tJoa
« M ah© dra*a ber»<ro empknee* *ho happened 10 tmew •hste in *»
eoipknnrat trltf* «M!U|» and tho«* *fto were tproTataBv rrt^jged m
fnearvt) »ori »»:•• « %ie» so', ffukte* «j»%enuo«* Hvtb tatrtonc* of
tmentoo are o*rrc*i.i> tcnettd b> the term "cfttj*»>ee-ia*ecioe".
The* drttmctiorM <•«*. arid <ctMmac to be. «:*vcv»J fatwv tn dttcrmiotai the rv*ta of p«o«nT«oft I > * riftav rrvv«nctcndrd b> tfee Ad>%w>
C'otnffiittre m l"M »enr Out as tn^cntOf OwuU be ^rafltcd the fuJtm uxx.
fiiltep «h*t -So*dd ta * m c»«e KJ>» hrx fi*nxret«uu>nrdin the ^ u m or ta
<sl»r ofHciai dcKVfnetitv.tA fauna r» »^tt*iS de<Ln«i «> 4 u^tuiort fr.*«i
»hK* confer* 00 the «%entu» -.w ht\ «w.\ev%cr m t«ie j trtufsx*r> t vcla>i»r
njht rt$*f<hnf tbc cvpkuubcn of the tmesoaa) Thx* iapbed crtt.ua

' • >?)rmjcv«tf). l>t.<«t tXTkV
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fankariom on the wdbMtea! freedom of comma, to » • . stated, far
etampk, that cmf4p)«MM contract* tftpMatM* the transfer at right* o»e»
imentwm lo emptoyer* thoutd he prrmnwMe only when the employee*
concerned *ere engaged «peafk»lly to m»cnt M M e»e« then only if they
itemed «pcctaj compcaMtion. t'ompeiHauon »*» * k o recommended for
M%entton% that. neceManly k w to cemMn tecret or flndetetoped.. The
Comma** rentier mwtfed on ike right to lute Mry difference* between (be
pome* ttjbmtaed for judicial rette* MMdecttton.
ThCM fWlMUMCIMMftOIH MV tttn peitMent today, (Vtff tbongw 9

number of change* m a development* nete ocenrred . M well theory M M
practice m m*yy d deuflfying employee mtnham. m the financing M M
orgarmjeioa of research Mid development m a better widmunding of the
•o»t of profewonaJ or intcBcctMl employ e i M M . W the whole approach
to prateoteo—«M of •tech ha%e enlarged the tcepe of dmdnatmomJ

1. NewdtfTMmiont
Turning flm hi employee ui»e*Uo«* MtwrptiHeof tttdmimt apptv
cation three tairad of i»o catrgone*. are no*» generally rrvognticd. the
/"free" and- -**n»ce"" M»imwsi defined abate « d ^dependrnT
intention*, which arc nude outudc the employ ec't normal or coairactaal
fine of » a r l Nil are retried lo the employer* mierett* or ha*e oeea made
thank* to the cmplotei'* faciirtict snd rctovrcct. The drftotboa of die
"drfcndrru" intent**! t% not pamcularty o r * . bating already been the
tU^KCt of IMCflUttCfVil dtKWMOO* Mid natKMUi lefnlatJOn M the l»*Uh

And lvf<K: protection of rtghtrtn Krch uvtiMiam rtmatm. none the let*.*
ru|M> cuoirmcrvuf twee and it the fpcw of n o * debate* on the awctiion
of cmplo><c-tmrttorV nefctv
(
Second. *tifl within the firaacwott of patentable employee *n*cnuoe*.
major change* ha*e occurred.« the organkattoo MM financing of
tmemne aan«>v Since the Second.World. War in the tndhntnafaed
countnc* and more receml* m the drtetopuig cottnjncv research M M
dociopnxm ift and D t « e n i m hate hern. *rt up »itf. the tpcafk M M of
pfinJucm^ tnm>\4t)om of aH kmdv uKiadut( i n o w o m . The rrwdl lu»
Nxn the rncTfence of * no» •oriifftf en^tHoafflcat fof in^entorv Vk"bfTta»
pftvtowUi imenitftf ».** more or IcU as mdi>*do«l acmrty. today * »
incrta«*ftgl> a rtMth of tf*«»ocfc. la the pau. tdamAiftf the awthor of »
(iven in%cntwn »»% rtltmeh ea*>. Todiy. « n conitPded. mataly by
f«trrpr»^<v that utux ttx»i ia\erntoa% rntth from a baesr ptocew or a
. McnUuneo<t»li«n» of *cti\ai«\ each undcrtaien by ddTertei penom or
$roupv. >dmuf>»n^ *Ar inventor n ioeaHy anpowtNe. These k«r.oo» devtf-:
opmcnb or arjnu»inu> aiTrct raort dumiJy the employce>ho t» engaged to
prodvee ia>ent»ob* than the «np4o>ee who hapfiens to mvcot ttbac the
Uher «o^ldprv^feHhocbeaMoVwte^
•
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employment rdMMMnlMp (managerial and tnpervnory; pcrtonnc' aff
poMiiN* ocepbom became they touM be mtohcd in o*enee*ag rctrsrrh
and inttntm aciAibet^
.
The amount of pubbc fund* devoted to retcarth and development k
another factor that baa wnpUcarionv for emptoyie-MitcMork Apart from
the United State*, nacre in real term* there haa been a laperinf off xt
pvhtic etpendtfure* » tht% field front about SIljUOO «dhon m I9a7/»g to
SlJ.in>mtIbonm IVTi,' and trance. mcreamhave been reoorded MI many
tonntrtevboUi dmiopiing and wdMvtnahvcd. ttprcMcd a» a proportion of
CiNP. ovcr-aB R and Detpendnure*m the Federal RcpwMic of Germany
and lapaa mcrcavrd bctnee* IWO and 1*71 from IJ to 2.0 per «mt and
from 12 lo IM per omi rctpcctncty, nub (be tfcare of pubbc funding mmg
in both inttance*. In Indu. nhrre R and O ctpendtfure* utcreatcd from
0.2J per cent of GNP in HrJayW lo 0uS per cent m Wn/77. «o per cem of
OrcnoW-taata the mare of CiNP devoted to R and I) ha* been ctfimafrd
-at 9 and 4.1 per cent retpectmty.* Example* of the H U M role played bypubbc financing m R and U arc to be found m (be *tatc tubwdur* nude
available to m o indmtnc* of uNttidcrablc current Maportance' the aeronautic* indtnuy w trance' and the electronic* mdirtfry MI the t'nned State*
and MM) other countries la aduoonto tnduttnal R and t>. urmcrwie* m
many tountnc* rety on pubhc fundi for mrarch actsvrtic*.
Greater pubbc participation m acuvitic* rrtatcd to Mi*cntiom mean*
that the Slate «t*tf or the pubbc tcctor become* a potcntta! employee of
inventor* and a potential proprietor of patent* n w m market economic*.
The boa of Bum that bate been the Mtbjrct of to much debate concrm«ng
ctapioyte-inventor* and ornate employer* *»U have to be re-eiamutrd m
the bght at ctpandmg public employment and pubbc fsnaaang A* •ttl be
m o brio*, a number of countnc* have alrrady kgnutcd on tat* twee but
the approachr* to. and the ettent of. protection vary.
. Related to the* change* « oi%ttuuiton and fmaaong M the generally
accepted fact that more and more tatcnuont are bring made by employee*
rather than by . independent inventor*. While figure* are net rrwhry
available, r u i n o e of the propomoo of aQ invention* currently made by
: employee*rangeas high at 60 per cent m Drnmar*. bet*een CO and 70 per
cent: in the federal Repubbc of Germany. TO to 75 per cent m France and
W per cent m the United State*.* The *«pan*ion of research and development tertKct coupled **h the cootpcytitc dnadvanugc of the
independent inventor »tv-*-yn induvtry. univcrvoic* or pubbc tftMRutrt ta
trna* of retource*. overhead cottt and the ortck^pmrm facthtics revjasrad
. for mort mventwei probably account for thn phenomenon.
A third doek<pmeni tfut hat broadened tbe tcope of the dncuutoo
hat been abetter uodenun«b»gL aaiutred o»er tbe past IS yeart or to. of
tbe nature and cemtnunr* of professional or tntrtkctuai »ori.' Waste
wcval theory and pracDoe ow? ttul be inadequate to deal »*h the concem»
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of profrwioaaf twrlert. tfccej baa been a gradual rwofHtow A * torn
_.• tmplo)wv *Hww compared • i l k mermal worker* and certain M M M M M H I
^ • o f k m * h o performclerical or routine dvuev retaart different tkiOt and
OjMtWkattOM for mew work, perform tfertr jot* M tohtunuafl? Affereoi
•; w a y f I N probably bate drtTerenl pnonlie* concerinnn, weir comhiwiH of
' •-•...•orfc and career protpecto. H a m drfTervac** ran* the oaetnoii •briber the
• o n M l tahoar refationibip. •hereby ike m a n of tenwet or iahoar
protided by • aorfcit wmamraud by a «aiary or U* beuwm ike
property of the employ era it apvncehnt to pfofewaooal aorker%
. M we caaf of empfoyee'Wteotor' we Mnee n> wreefowV flrti, taoaid
: ruaammioo hetoedto » m w ithat n. ectrtmet ettaatty performed! or to
. retofct fmtenbomi? A talary. oeeottaied before a m o * m known, cannot
'. adeoaaiety ouvcr bow »<lwm tome adnnimeM. H a t principle n> acctrned
w certam beafretnt U ^ pa> e n d ^ year hitnaiet to fc^
for oateanduuj remits and to contract* for irleawen. for rumpW. abo
reoeite a talary plat a coraaimnon. lac latter beutf an atfjaiumeni for dm
, retaba achmod. TW fact that mteouoaa become material goods at
oppoted to tale*, or managerial aenmen. render* the retaftoathtp between
u l i o and ten wet and retok* more compbcatedL a m * tar t*hje of the
intention may not be know* for teteral »tar* and may depend on the
dneJopmeat and niarketMf efforti of the employer- Second, it tint
relauontlktp at all pertinent to "free* or "dependent" mtentiont* fleet tbe
fact that a prrtcm n employed g»te the emptoter a mortgage on the
employee % creatiye actitay? far n$ht of mormon to own the ir*«k.% of
their Uboar it a drtkatc tttae touching on both tnduttnai propm> and
labour U * Hard, grteo that the dominant component of inteatite work M
tntrUectaal acuttfy. the wtentor't portfobo for promotion, enhanced career
prutprct* or new job opporturetiet drpendt on tangible recogmtwn of thai
*cti%tr> Tan recofntUoo mml §» br>ond the ptace of tmpUrsmtnt it the
tatcMor'* profoMonai tMrr«*« are 10 be property «*f«fiMfdt&
A fottrth and fmal drtctofwncni w the deKjat hat been the
of AT*' Apfwpatbet to the prvrrcfon of n^htt tn mmnabte or creame
%o»iv While the drtuuue* ci * patenuble tmratnn rrnumt vcukertd
and ctnpkr>t*~m*<i*ot\ are MIO tcr> much a need oi prc«\itoo aattonaOt
and mternatiooatty. arpimrmt «M»* been achaaccd. backed wp b> kji*: latwo In tome coumhex m fatour of prcccctMi$ rropk>t«rt' rtfhtt ta their
creatite »oriK be tbrt immtiofM. nbonafetauoa pfOfuwh. oWotcnev
KKOtiflc ;and outhrnatKal theone% amt raethovK or the rrtuiH of other
fvadtmtoiui <4 pure rrtear^K In ocbn *c<nK the cmcrtoo of mdmmd
djpp&aAakn at a b*v* for ^pnxecttoa of njhtt tut been quouorwd TBA
»»def concept of 'irasnatwo'" »evcM*nh aucnctitt the ertrjeoct of
t w r l t n to be cottttdtred for prutectoon.
. This *pptv*A hat recendt been eunuaed n the ctworti of coc*»nfht
by Rottnde Ct»»tftcr,* «bb cvvKfude» th*i wtnxicmuM <Aovid be gt«en to
adopttnf a "cftarter for trcgu>r%~ cotennj «H badt of c n a n c «ori9—a
'.v.' J*f'.^ X ..'.}
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no»d idea that wW ao doubt provoke frah dnwkant oil (ha protection of
talaried tnteOectaal worker*. An naportaoi cjw&roon cornea tataocdiatcfy to '•
mind: bow. for A t parpoat of retnunerebnej tat cwwo»# art ntonetary..
do not tend theimetve* immediately to.traWormatton into tangible pood*? .
Thte ojueuMQ » of pariiadar rrloanc* tothe protection ©f nejbta « certain
oncogene* of m the fwudB of part rt at arch.
That brief rtvitw of the new dMtcfttione of the dncuMMMi • * • , it it
•oped, have clarified the major torn d m need to bt tddk**td la the
Karen for aohjtion*. containing the appropriate toopc, eitent and form of •
protection. Before proteedtrtn to ci art'oe thc*e t*4tt\ In greater detail,
honevcr. it thoald be home in mind that there H a dntincuon between intention* aw v and innovation*. National law and practice are far mora
advanced in die f M d of employee mvcottom don tn that of employe?
tnttotniion*. Adowttedty, tat concept of an uHcnuoo baa been; generally
defined m patent law*, and definition* of tpeafk right* art widely
rccogniicd. la the wctton dealing wuh legal approacheyind practice* that
appear* later in tbn article employee indentions and otber rnnotataon* wdl
therefore betreated *ep«ratcfy.

1 The issue*
Do amptoyot-etvantort hawa ngf*»>
Thefoftdamcntalrwue n whether or not employee* enjoy certain mtettectual or property right* to their wort* Theft M no one amwer. The idea
that mJtwtdyah ha*e nghtt m thru creatine *or»» tun been «ttdrly accepted
for *ome I M W in vanowt legal ummmenti For rumple, the French putt*
law adopted in l?9l. thortly after the resolution, conferred a natural right
on creatine petiom:
E»ff) ncn«t idea • * « * mtnanoa. of drtHopawt* C M >«CUW» M f d to «oc*ri>
fertc«»g» prmuoh *» »m »•» «»am«d «. and s Wawid r» a » Mlaboa of r»* nf*t»
of 0t*» m rtm* »t*> «u«*cr rf M I Mdrntnal mttwaoo *«rt aoi regarded a» the
proem) of *» creator *
Ankle I. **ction » tSj. of the CortitMitbon of the UrMed State* rule* thai -.'
Coofrcu that! hat* pow«r "to promote the protrti* of tcicocc and wtrfid
ahv by •e.-unn$ for Imutcd u»e* to author* and rmtntor* the etchnne .
n»ht to ihnr ropectrtt »nturft and dncmencs"- la Japan the nfht of an
in>rmor to obuio a patent » « recofrmed tn I9M. In more recent umes
the I'fmtTv*! DtcUrabon of Hanua Rif!MV adopted «i I'M*, drxUrtd m
anjcie 2?. paraenpb i that: ~t»tr>oo« hasthe rtghs to .the protection of .
the moral and nutmal inirrrvt* rrvutunf from any taemifk. btcrary or.
arutfx pro*h>ct>n« of »h*ch he a the author," So the qora'ton i> whether an. tmpktvmem «ai«* dimMmhes the intettectual. prc«perty n*ht» of •
:
indntdaalv. t
•
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UnrorTufutdy. thereb a dearth of thcorctica! prexepu on th» o p t i o n
•Ad eonxqucatty the debate, and the *afio«r rcguUbom to which il A M
giten M M p^cboe. have to to been bttcd to • Urge I W M oa pragmatic
cnrnideratiom. »«tf the pouahte r w p o o n of moral nghtt. While the
arncitce of theory rifaminattng the retatio**hrp beimttn employmmt and
. tntetlectval property rtgbun regrettable, the fact remata* that • number of
tntrmattonal and national regulations •» *«B M certain practice* M I
tnduttry. rtcofftm that tome righto «rt warranted. The tccond nave, thru,
H »bkh righto, their c u e * «nd the oNtgatiom (hey enurf.
Typo* of right*
There are three kind* of iight>- n u mutually euhnhe. Afonjf oqrAft,
which are ujtdefy accepted, are the nghto of the Mi»rmur of other creator 10
have hi* name ta*cnbed OA the pawn or other official document, thai
rrt«f»i*mg hk authonhip of the work, hafrm ligktt woaBy mean
OttAcrthtp of a patent or an etctintve right to etpkm the creative or
in -.ovatite »©rt for a (muted period of tame. The third type of right w
/•nmmort or rvmfr*wn*y. In the ahtence of a property right of m the
eteri that it H trant/erred I O another party, a right to equitable remuneration or compensation m other form* n granted m certain arcua*
Mancc*.

In io-jntrK* that do pro* idr for cmpCoyee-mtcntor right*, the choke of
»h«ch right t* granted n u*uali> Hoed on the category of intention- There
t* ov*>ee or le*» general agreement thai employee* hate a predonuiunt right
in "fire" intention* that i v they are granted Koth moral and property
right*. There are. of course, tome nuance*—a* m the redcral Republic of
(irrmany, fur eiamptr,where the employee must inform the emplo)er of
the intention and gi*e the Utter *n opportunity to determine whether or
not u »% related to h«* commercial interest*. A* regard* "tenice" intention*,
there i* •imiUtK a utdrtpread acceptance that the employer ha* legitimate
interest* MI them Consequentl*, drpendmg on the country, the employee
ha* a moral nght. may or may not ha*e a property right which he mm*
transfer to the employer, and may he entitled to tome form of compenMtMMt The tjuettion of compensation t* the mam m w for th** type of
intention, *mcc moral rights *rt Largely confined to the employee and
propem nght* to the employer. A* mentioned earlier, "dependent"
intention* are the subject of cowro*«r*>. et* reatcn being that in many
countries the nght* in them are regwUted in the *amc way a» for "tertice"
itttenttoAi. Yet the two categories aregfaffermt *nd fl i* often difficult to
assess the euent v4 the empiotet"* input and c( h*» commercial interest.
C ome^uentK. precise cntena ha.*e-to.he established as *»dl a* procedure*'
for trn(in« dhputev And at fi» "tertice" mventioov the hate* of rrmtavcrjtKJO or compensation hat* to he dnermined. ractor* applied in ihn
nrrcite UKrude the taiue of the intention t*erc it to he acquired ehettbere.
JDf
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the benefit* flowing from it* o*e»the employee'* dmie* and powooa m rt»e .
cnterprii* sod the v a n * of the employer'* input
The grantuig of right* taualty impotc* oMtgatiom on the right* owner. la patent law, for example, the owner n obligated to etpton the intention :
within a given period UMiifty two to three year* and to continue doing
to. Failure to etptoit nay cmait lot* of the euhtthe right and retail in
compabory ticeniing thai k an obligation to borate another party to
eaptoit the invention. Obligation* regarding employee intention* include,
for the employee, a daty 10 inform the employer of "tervkc" intention*
a^Uaoowca«es^ree"iaventtomaadart«mctiononilKnahttod>M»e
of mventiona made thotUy after the termination of employment- Hie
amount of time tlul mum etap*t before employee* are rcteated from tech
ofengationk vane* coniaderebly. Among the countries hating tpeafk legal
peotniona on employee*invrnioe*, the period range* from w* month* m
Denmark and Sweden, for example. 10 three year* a* Auttru. la couotne*
. where these twaet are regulated by contract or common law a range*
anywhere from *i« moath* to fWe yean.
The employee** obligation* m countric* recogniting employee right*
include a duty to decide within a certain penod whether or not be intend*
lo file for a patent or otherwne etpkat the intention The tune tpcoficd m
tome European taw* range* from one month m Finland to four month* m
Denmark, the Federal Republic of Germany. Norway and Sweden. If the
employer ha* not acted within that time, the employee n entitled to claim
ownenhip of the intention or a re-mmfc* of the rtght* to optotf a: after a
further period of wiener on the employer'* part, the employee t» entitled to
dnpmeof the intention. In many oMtntnc*. ho»e*er. even ubcrc the right*
of emptoyce-intentort are rccogmtcd. there i* no ohhgation to inform the
employee within a tpccificd tune. Similarly, ta cat** uhere the emploter n
required to pay compcnMiion. the obligation to continue p*>fncnt *fiet the
termination of employment » often not ctpttotlv pretenhed m legal
protitton*, although m prectice a change m cmployfncni tutu* doe* not
affect d M payment
Thctc two rwue* whether the employee po%t»t«c* right* and. rfw. the
kind of right*, their cttcnt and the obitgjtiom they entail—*re the u**rvi
of tntcmaaonal and national law. A third muc, *Uo crucial for the
regulation of right* concerning cmptoycc-mVentorv i* «undarH the tubprct
of icgiUarion. Thn it the tettlcmeot of dnputcv Limitation* of tpace
prctcnt more than a bnef mention of a here but a* importance vhouM not
be ignored.
Scttamont or dsoutua

j

rVeswe of the htghhr technical nature of inietuiom and because of the
fine tine between patent U» and Ubour U » tn the field of rrapknee
intention*, the «*nlef«ieni ot~ ctevpvte* tt often &ftkuU. Orditurt ecc-rt* of
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jottkr Kar dhputc case* m Belgium, Denmark. Finland. France, Japan
end Switmtartd. There arc vpccial court* or arbitration board* ia Italy.
: Nbr»ay, Portugal and Sweden and joint committee* in the USSR. In wow
JwtoBcn the arbitration board* art attached to patent office*,
.•;trtdn. ufion orpamaaiion and cofloctiva bmvmntnQ

:

.

/ A fbwtk and final hunt—ont that cannot be regulated by Wfj**
tarion menu www attention tine* MIH of key importance in countm* that
havt not tcfhlatcd on employee mvention*: the orgamutton of employee*
in trade tmiom and die role of ooDeou*e hargamme, Tht* lame **, of
"oottne, aim important tn certain countne* diet have tecntated. •och a»
Denmark, France. Sweden and the United Kingdom, where th* law
pro*idea that tome matter* may be regulated by coOectrte agreement* and
only appbc* to theae matter* in the abvence of *och agreement*..
With a few exception*, trade onion organisation among employee*
who ait hkery to be regarded a* inventor* h notably abtent in moat market
economtev Among the reawm for thn t» the fact that m the paai «och
employee* had a privileged powbon m indunry. and a* profe**toaaJ»
considered that their rote wa» one of collaboration and paruopatwo in
dccnkm*makinf. Colkcttie bargaining was teen a* incomittcnt with that
role and not m accordance w*h their prolctuonal uatut and the defence of
their profcvaor** A «ccond (actor n the eintence m many countne* of
profevuonal avvociauoo*. which normally do not engage M collective
bargaining, and the fact that their relation* »nb trade onion* are tufl at a
formative uagc. In tome invUnce* ihetr member* do not convder that they
can be tatitfactonty rcprcvcntcd by the union* became the nature of their
•orb entail* right* that differ from tbo*e of other categoric* of worker*.
Even where trade wtiotn hate been effective in the defence of inventor**
right*, a* in the Scandinavian countne*. the profevuonal awooauoo* are
reluctant to ha*e the*e right* regulated b> collective agree meat*
Three development* that have occurred •« "he growth and organttation
of the cnirrprnc and R and I) tcrvk** may lead wvemor* to participate
'. more actively in c*gaimatiortv that can defend their uttcrrvti- One i* the
change m the vtatu* of inventor* m the place of employment" Imtead of
holding privileged pmitiOn* and playing a pan in dectuon-makmg.
inventor* an now more and more being assigned *pcoab*cd technical
dutie* in a limited vphere Of action. Both the content of thetf vvork and the
way n tv performed are governed by pobot* which ihey have no part in
formulating: The inoVpcndcnceof the inventor tv targr'ya thing of the pa*t
• Second, the yiaar differential* that uved to evm between profrvvional aftd
other categoric* of •ortcr* are gradual'* being crowed. Thi* has ted *pme
of the trade umorn ebnerrned to focu* their anemtoa onremunerationand
benefit*. The employee-inventor*' chum to monetary cornpenvabon for
inventions ©wopd by or transferred to employen. could simulate inventor*
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to take a more active role in trade union affair*. The third factor •» one of
employment Despite the growth of R and D tcrvicea* the labour market
for inventor* k no looter aa favourable a* to wa» in the pat*. There arc
indication* that thtt situation nay further deteriorate a> public R and D
••hit a resultant utrptw of the employees in question.12
' The combination of weak organisation and an unfucwraMe tabonr
market in cpuntrte* lacking; apecnlc legislation, in thia Add pnta the
Inventor in a vulnerable petition. The rights of uninnhip normaBy accrw
to the employer, who requires that inventor* sign a contract waiving their
right* at a condition of employment. The granting; of special remuneration
' or other comptntation t» largely voluntary. Such prettier* point clear!) to
.the need for tegtwation laying down bnuc principle* and right** which can
then be wpplemcntcd by collective bargatmngy Rut coHectivt bargaining
alone t* at proem insufficient to ensure the protection of Una cmrgory of
employee*. * •
•

•

1 Approach** to International and nation Itgitlition
Turning fin* to employee invention* per ir. at the intern aft anal level
the moral right of att mventon i» rccogibaed Thi»rightwa* incorporated m
the Pun Convention for the Protection of Industrial Property m l « k "
The C'ooveniion on the Oram of European Patent* | Munch. I VUlandtbe
Commuiiiiy Patent Convention tLutcmbourg. I9?5| aho provide for tin*
right. Regional agreement* among developing countries, however, appear
to he leva vpeofk on thn moe, For example, no such provtwon* were made
in the 1962 African-Malgache Agreement on Indutrnal Propcny tOAMPt)
or in the Agreement on the Creation of an industrial Property Orgamvanon
forfcngJivh-SpeakingAfrica, waned m tfrvemher l«7h. None the leva, the
new WIPO Modd Law for IXcvcioptng Countnc* on Invent**** clearly
Mate* in section 122 that an inventor shag be named a* sotn m the patent.
unlet* he caprevK* the wtvh m wntmg nut lo be so named ** Wmle thn n
only a Model Law and not legtUatran av such, st can be csprctrd that« wtB
serve a* an international guideline to promote moral right*. Rrgx/aal
agreement* among soctafcst cowstne* on inventor** certificate* aho
safeguard the moral right* of raventorv
A* to the other right* (property and prcwuary | of erapkneemvemocv
international legislation n gencralrv wleni S o relevant provision* ctnt «n
the Parts or Munich Convenuom, The Luscmbourg Convention mcreh
state* that the regulation of theve question* shoVtkf. be left to rtadonai legrv
tation. To respect Uu* provision, however. Member State* of the European
Economic Cocasrttat&y »TH probably have to adopt or amend these national
la«v Many of these Si ...» "save already legislated on the matter and two
X9
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OMtmncv France m 1977 and the United Kingdom m 197ft. hate recently
changed their patent law* to include prp*t*ion* on cmployec-intentoev
The ahote-rnentioned WIPO Model U * don. hbwetcr.include tome
provttiom on property and pecuniary right* in MCUOO 120 C Intention*
made in enecution of coenmmion or by cmploym'*). Urtfortunatcty. from
the employee-intenior'v viewpoint. the»e prmtMom do not extend many
right* to the employee and represent the kmett common denomtnator* of
the prenniort* in national taw*. Briefly, the Model La* ttate* that *enice
; knentiom belonf to the employer in the abtence of contractual protttion*
to the contrary, and the employee r» entitled to tpecial remuneration if "the
intention hat an economic % atue much greater than the ptrtie* could ha*c
reasonably forctcen at the timeof concluding the contract''. The amount of
the tpcctal remuneration it to be flted by the court at competent jurty
diction M the ab*ence of agreement among the partie*. A* regard*
"dependent" invention*. two aheraati*e* arc prevented one gtttng the
property right* to the employer with a wipulatiou that ccjwuMe remuneration be paid to the employee, and the tccond giving the property right*
. to the employee »ho mu*l give tm employer an option .to acquire the
right*, m «hich ca*c the employee » entitled to cc*t«abk rcrawiieratioH.
At the national le*et *e*cral approacbe* hate been adopted Thefir»»t»
to *petl out the nghu of cmplo*ee~intcnior* in patent tan* or tnduttnal
property regulation*, as m Awvtria. Brant. France. Indonesia. Japan, the
Republic of Korea, the Ncthcrland*. Portugal, the t'nncd Kingdom and
the Eastern European oumtrtck A tccond approach ** to adopt *pectal
employee intention Act*, a* m the Federal Republic of Germany and the
Scandmattan countnev A third n to regulate the itucttion through labour
taw* or uthet codcv a* in Greece. Meucn. Spam. Xwltn. S»Aicrtand and
Turkey,
The trope of thete U»* *anc* com«Jerahty Some include pro»t*iom
am aO three right* cotenng «r*rr«i categoric* of invention* *ucb a* the
employee intention Uw* and patent Act* of trance. Italy and the tinted
Kingdom. (Nher* are rcarwted to regulating thr condition* for drawing up
iontractv a* in Auttna. while *tiil other*, namely m AJgena and the
MxtalMt countrie*. regulate only moral and pecuniary right* *mce mo*t
prop*fi> right* belong to the Mate In tome of thr*e Utter couatriet rjnd m
( hifu a *t*tem of imentor*' certificate* prr*a»K The** certificate*
recogntte the authortfcjp of (he intention and U* <V»« tpectfic rule* on
thr amount of c»tra remuneration to be paid m addition to vtUry.
•'
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Patent Act* and amployem ewnnton t—w
Turmog firtt to the patent Act* and the tpeofic employee intention
U*v one of the ouior cMTcrrnce* of approach between them a, that
~*rrttce*' intention* according to the former are the property of the
employer »herra» in the latter the cmplotcr a enroled to obtain the
3ta
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propertyright*which m/wally belong to the employee The patent Act* of
Japan and the Rcpubkc of Korea dtfTcr «ome»hat fronV the other* m that
ilte employer a entitled to a non-ctckrvrf* Ikcnc*: under tbe»e Act*.
howe*er. a i* potable for the employer—through. contract*. *er*»ce
regulation*and other amputation* co obtam ruftanc right* to "tervwr"
iatcoiiont. According lothe *peaal employee meniioa I*W»(MI Denmark.
Finland, the Federal Rrfxthttc of Germany. Norway and Swedenk the
employer anal *tate hi* Mention to obtain total or partial right* in writing
*«hta four month* of the date he H notified of an tmentraa by aa
employee. In the Scandinavian couatrtct imcmoc* can apply ft* • patent
in then? home ooanuy during! the* four month period, provided that they
hate informed their employee beforehand. M bemg undentood thai «f the
employer opt* to havt ihe patent« win he transferred to haw. The law of
me federal Republic of Germany grant* other right* to the employee m the
. area offtfana*-; patent* and me of ~*ttvaT micnttoa*. If the employer
hatctaimev ny a(unitedor partialtight mthem>cnttonandthemicmor
feet* 'Jkat the ate of the attention a too restricted, he can demand that the
employer obtain aa unlimited right M I M m o month* or cfec rctra** the
. right* in the iu*cntio>* to the ctnployee-imemor. Morvcncr, an employer u>
obligated to We for a patent in ha homecountry a" he ha* acquired hmaed
right*; failure to do «o could rewh m the inventor Irivieif filing in the
name and at the e*pcn*c of the employer. Lnhmard right* gnea to the
employer mean that J-j HUM aha file for foreign patent*. If there are
countric* where the employer chbo%c* not to file for patrntv he tm#*
rctra*c tht» nght to the cmptoycc-Mtcmor Vetting the nght* over ~*ervic*~
tmrAOoftt M the cmplo>ec-tn*cnior. at a done m the rcdrrat Republic of
Germany and thr Scandmoiaa countnev wuh the employer guaranteed.
the property nght* if he want* them. cmurct that a number of qucvtiuu*
amcrrmag the obligation to file for patent* and c«plo* the intention are
rcgvtatrtt They tend to be left vnfTfuUted by thrne patent Act* which
directly confer the property right* to •'•erviee'" ur*cnttoa* on the
employer;
(m the ouevtioo of compematioa to the cmpfcjycc-Mivcntnr should
the employer either hast, or opt to hate, the property right* m ~%er*ice~
nwrwuta." -the pro* mow* in the patent Act* and in the employee
intention law* are more «imilar. c*ca though, there are coaudcraMe
. .difference* from one covntry to the next. Special comprmaupa »
compuhory m the Federal Republic of Germany, where *peofic rule*
govcrmng the a**CMment of inch compematioa /according to certain
enfrra hate been iuncd tcporstcty from the U*. and m Japan and the..
Rcpubbc of Korea, where IV law* itipulate that the amount a to be bawd
on the profit* resiling from the iavcouoa and on the empioytr'» coritrv.
. borjon. but fail to a -ntioo who a to determine the aroooot or how dt*pute*
on Ufa* iMve are to be rriohcd. Special compcniattoa Mcmnaged m the '
. taws of a number of other countries, pro* tdrd that certain corKhuora. .

'
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art n e t In the Nctbertand* and in Portugal for etampte. the
employ ce-intcntor h entitled to compemation if he h*» net already been
giten * tpeciat monetary award for the intention or if h» talary n deemed
l© he muffiaent. Thctc provnidm arc quite timilar to thoic found in the
employee intention law* in Scandthatia. where tpecial cornpemjtton av
granted ptottded that the %alve of the right* in the intention, taking into
account the retpectitc contribution* of the employe* and employer and the
emolument* of the employee ctcccd* the tame of a product that could
normally be ctpected of an cmploycc'Urtcutor. The condition that ha» to
be met m the new patent law of the United Kingdom t» that the intention
; rcMdi m an "outstanding" benefit to the employer. In Italy an employee
hired to intent and remunerated accordingly » not entitled to compen"yrioa. whereat other employee* who iment are. la France the qucttion
whether compemation would be paid and n* «o how much a left to
oottectitc agreement* and employment contract*/ ?.:... . The regulation of employee righto in "dependent" mtcntkMtt. both in
patent law* and in employee w»ter.*ion law*, generally grant* the employer
an option to acquire the nght* agaimt compentatton to t»r employee or at
teatl a priority claim on the intention thould the employee decide to cede
\ bit right*. *J*ual*> me employer hat a few month*—three to four—to male
up hi* mtnd, and compemation i» generallyobligatory.
Wherecomprmaoon for both "tertice" and "dependent** intention* it
provided for in national legrUanon. the amount and the form of payment.
leg. a tump turn or royflkic*) arc utwally determined by contract or
coUccttte agreement The term* of *uch agrecmenh; wul obtioutly tary
according to the t a b * of the intention, jnd it n> tirtually unpovtiblc to
pretenbe prrctte HUSH n adtancc. T » \ point* 10 the importance of
bargaining ttrcngth and of <k*t and equitable procedure* for retching
dttputev Trade tuwom H I the Scanduuttan countnc* hate been partic**
tarly cfTectitc in lh« area and tjtitfactory coMectitc agreement* hate been
ettaXtthtd 't » too early to drtrrmtnc how cfTrctite the Bntidi and
French trade urupm are m ihn rctpeti tince the new U » \ hate only
recently comic into effect In Japan the qucttion of compemation it usually
regulated by company agreement* wmch «re b*«cd on model regulation*
drawn,up by the Paten* Office. One *uch agreement, which may be oted a*
an etimpk. protidct for sn intention* etamtiution commote* compotcd
of officMlt ofthe.Patent Office and of the company concerned'* It *pf<e*t\
that the intentor or hi* rcprctrntatrte doc* not participate m thit
committee unlc*» the chairman (a Patent Office official) to decide*. The
employee, can file an objection to the d r o w n of the committee, but i t »
filed with the Patent Office Thete procedure* may terie the tntrrctt* of all
parue* m practice, but they ra»*r quc*ooe» concerning employee representation and the oovotuhty of impartial retiew,
T V procedure* in force us Sweden, bated on the la* and on a nation*
wide cdiectite agyc«rneot.:**ar* described below as an etample because
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ihc> provide specific guidelines U* ciunpcnsation a* well ax adequate
satcguard* for the settlement of dispute*. According to I he collective
agreement, actual sum* art determined on *n invention-hv-in.eniiori basis
hut specific cnterta fiw evaluating 'tie amount ut compensation and
method* of payment r:c clearly spciicd out. The criteria, laid down in both
•he law and the agreement, are the value of the invention, the extent of the
right* that the. employer ha* actniired. the impact of* the employment
relationship on the nuking of the invention, and li'or "*e«vrce"' invention*!
the employee'* position, salary and other employmeni henefiiv ror
"•cmcc" invcntiom warranting compensation and for "dependent"
inventions ;in employee t% entitled to a predetermined standard pavment
«.ither a lu-np Mim or instalment*! at the lime, for example, that the patent
application i« filed. If the value of a "Senior** invention substantial!*
exceed* the value initially «**vmetL further compensation mwt he paid,
roe "dependent** inventions further compen*»tiofl i* normally to he paid
unfa* the value of the invention i* particularly vital!. The employee'* right
to compensation i* not affected should the employer decide not to file for a
patent The collective agreement al*o provide* that the amo»int of compensation may be reviewed by the panic* if circumstance* have substantially
changed since the initial *um » n vet The employee, however, cannot he
required to repav the em plover the compemation he ha* alreadwcccived,
nor can the employer regain any right* to the invention he previously
waived.
The collective agreement al*o lay* down guideline* for the compensation of emplovec* working in companies where development work rarely
result* in patentable invention*. In this instance, precise amount* are cited
a* example*, once the emplovcr decides in* invention is patentable and of
use to hi* unnpanv. the empknee immedtatclv receives .*ui kronor. If a
patent i» It' *d jtui grai>frd in Sweden the employee receives an additional
sum of between S*» and .'„*««) kronor. the exact, amount being determined
h* the emtH'ovef. The p "Ming of patents in foreign countries doe* no;
entail a stinuardpavmciH iompensalKHi
i*Toc<du(cs f<»r resolving dispute* o\tf cmplovee inventions in Sweden
ate *et out in general ten** m »hc law which Mates that, if the rssyc goc* to
cou<t, tfce court can tont::tt a special |ur> composed of rcprcsentaloes i4
the tv *i parties as writ as kgal expert* and an expert in patent legislation.
The collective agreement is rmxc soro'ic. It slate* that dispute* will be
subject to local negotiation tat the compjnv levdt >rul. if that tail*, to
central negotiation ihct»rcn worker*' and cmplovcrs' organisattonsi If all
this m o n o avail, a spectal arbitration N u r d composed of *»x members will
be established. In the appointment of the board the organisation* representing the worker* and «S< e^pfover* hate a strong voice- l**»e chairman
and vice-chairman arc crxisen joirtlv bv tbc*e organisation*. which also
independently choose one reprcs<s".tat..e each. Pie remaining two
members are s* evted as follows: one Kintl* bv tht emplcvcrv organisation
yj
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•nd the company m qgctfion. the other jointly by the «orleiV cefsntsatJOft
•ml the emptpyt« Tha procedure ensure* that the iateretted panic* are
represented equaty and UMI labour aWtmfcntruJ property Haue»*reiitca
abeannf.
The refutation of rtiht* to "free" tmrooon* n more or le*s untforra in
countne* h*%m$ WftUatioa on employe* intention*. The** invention*
normally bcton$ to the employee. There «rc U*v bowetee. that rcqutre the
'. employee to mform the employer of all Hnenaom that may be related to
the employer"* field of btmnc** «o that the employer o n participate m the
deouon that the intention t% truly aa independent oat and cm ha%* the
ftnt option on afqutrtng the njhtv Thn i» the prwtke m tome
Scandinavian countnr* and m the Federal Republic of Germany and *•
tuputafed in company refutation* in Japan.
A bncf mention thould ah© be made of the prottwon in <.'•%•! Code*.
Code* of OMiyjuoex ta»* <x contract* and tutuUr Act*. The** pro*«**cr*»
are UMuJIy very curtory «nd U> down general principle* concerning
"«er%K'e" invention* and -other" invention*, thereby grvvpinf
"dependent" and "free" invention* is one category. The "vcrvtce"
invention bckwg* to the employer jctocittnt to the timet*! Li» on
I mpioymttti (.'ontrjtH in Argentina, the Code uf C i*t) I * • MI (iierce. the
I rdrfaJ l**h*xjr An in Motco. the (Wr </rt iuMyoAtM* in SatVerUnd jnd
the Obiigjitont Ait in fuitcy Only in Mtmo H there a vpeoftc tiipu*
Uiton i!u( lb* employee *NHIU1 be c«>mpc«v*i«J tor not o*mnf the rtghu
Jo "verv*.e" invention*, the j/novnt wl compcnvftion H vet b> *tftxmcnt
or determined by *n juhdr^tion pond In iirrece. S*turttand *tui fuiko
the emptier t*n rr*rvr. v^>Kvt to <he rwvment of a vpevtal evrwUHe
irtKyr.<i4inufi, «h< r»*N to M.ifjttt "other" invention*. In Arjtnjiru and
\I««KO the fmpkntt
muvt offer the employer the rtfcht* to "other"
Miifouon*. vbouid he ikvule to cevJc Ihtm.
Synems O* protection <r «h« toaa&f* countries
In ihc vocvil^j countnex protection of the empJovee'v right* m
imcn'.toctv t» emufed. thrijyjch * comrna*uon «rf « {\*t<ntvv>-arrn and a
i W o a <i" tn>vniorV centfic*!»v while the inventor in rm.w «?l the countfie*
i-d KjKetn kuropc cjn (hoove hct»ern ifec t»o vv-4erm vt prv*cvi>on. j« j
gcner'al' niic ctripJ>v.cc w»fr,i!-'>rt% *fe prv^rvtcd bv in»cntiTf>' ccrtiftcotev
Ibrsc vjrrtir»c»tc* »p«vrl'> thus the insrricx tv the Author of the invcniK^n
, jrvd ih.il he :> cnittlcU 'o rrrnufirtitRjn u\ rcNpcxt v^ rt Thr PKN UJ cvp*x^t
sSf 'r>>cn!h>ft. ho*eve*-. beU^nrv to the Mjte Such pf<mot»r»s c*t<i <n ihc
U*x trf HultAMj. t fschovovjiij,. IVUfKl. Ki-ftijinu j n j ibe L SSR. j.r»d 10
a ornjin. c»!fBt in sh* U* ot' the "t»«jn.4n l>crrtvvtajs< RepuWic »hith
.dtv3:r:cus*hcs hctvkcrn '"evxxkvnv'" paicrn« and "c\ttir<j*c" r\u«sts. the
fofmcr. rc^rrnNinjr an inveTs'».Tv" »,rr.iiVcjic. IW ("•*"?• invcntHio U * in
C h:r.jt iv'.p'.4JT>s simtUr provivsortv
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Wmte the** varta* Uw» differ in • number of «r»yv tumefy to the
duration of protection and in the method* of csJculaitng and paying
rmmnermon. they aO lay do*n detailed procedum concersmg the apptocation for certificate*, the obfagatiom of both employer*, and employ rev
and appeak. Then procedure* emwrt thai the %trm% of employee* are fairly
represented in drcnaom concerning their mteatioav and relegate fe*
^^KA^^aLA^^^fe^

#L^k d&^^^k^^flA ^a*A^b^M

(foewom 10 ntgimanun.
The duration of protection granted by tmentorV crrufkaftti in
•utgaria. OechoUmaiu and the USSR it without hm* of tone. In the
German Democratic Republic, Poland and Romania « * bound «o the
duration of patent protection and •* genrrattv timilcd to 15 year*. Method*
for determining remuffcration. MBKJI n m addition to «alary. air uv**H>'«rt
Out in teparatc decree* anncted to the la*»%. The general cntena for deter'
mining the amount of remuneration are bated oa the tatary of the
employee or on the tatmj* that reMtM from an ctptoaaoon of the
intention: the employee n cnttUrd to a certain percentage ot the*e tat tog**
with mattmum amount* defined in c**h term* *et by the devrre- In the
German Democrat* Repuhl*,-. Urn eiampte. if an intention t* patmtaNr
and-a purnt application H filed, the empto*ee it emuled to *n a«*fd oi
bet -een KW and Sou marl v. and tn the ca»e o< joint intention* made b>
tetrral empiotee* an amount of l > « nv»rfc* K m ly tKirrd *n the
intenturv TNr MUMJ turn i* determined by the head of the enterpnte *iui
the decmon mua be applied b> the urwrn m the entrrp«i*e. If M
tmentK*) •* (VinxuU'U tm(VMt4nt. a pn»*i«*t»n tn the reyuiitKim *pevtr»r*
that the imenior u n «evene up to kuru nu/Vt It R«>m*ma the *mo«nt
of the a»arOL fitrd b* the %att<<«ul t ou«o< li<r VietKe *nd levhootoft
and the Mintttr*. vi I tna/Kc on Ihe fe\»>*n«nei*iaifcvi t>f iSe WvuIrM ixptn
nation that hold* the patent, i* bated <«n the viUr* v4 the empiptee I be
yearly a*ard. »h«.h i» paid ft* a mjumum »W f«*e tear*, iiftm< eueed
Uurc time* the OUWKM* rcmutte* .»««*» of %%A employee the U* *b*>
prottde* for special a»ard* for otuaandinf acfctetrmeftt*. In C hrna the
employee i* entiited to a medal and an j«ard t*npt\$ horn I.U.W lo l«.U*»
>u*n The amount H determined b» *n etaUwtton cummiace and approted
b* ihe State Somific C'osnnuwioo.
Rj^Ms m cowntnet wwitbout jpecvi) law*
5ome con»nU«v «.rf cc^irx. hj»e (Xi iryj>Jjii<n on ctnpUnee in^ertjiorK
and practice t* dctrrmnwO !n ».i>llecti»e *^fcrrmrrM-s *i\ti ir.d<»iJual
cvntraclv h*»tJ «n v<r*f nt>*4nv«> wo v.iwmon iw tj«e U« I>i« u!u-«ivn i»
fi^umi tn AuXMiu. Bctpurn. I jn^dA.Sr» /eiU'TU. ihe t r.u<cii Stales JI>I1
m nwm dev tU»ptTig Vt«an!r»«^ TTtr r»^-.t* v>« empk^ee* m i h o e i.-.Hir»trw»
\jfi> cocwjderjNv. aUhouth tn gtocfil i^»rr,Uv<»<. m * l t in the A-urv v>3
cr..mr*cti»il Jiarrv bcU>n^-e*.c!us;*«i* u-> she c r o p p e r h t ' .JeperuJer.!""
•n\er.ito«v Jhc utvatton rt i o * »Jo.jr In Au^jrjlm :h< etr.pJ-.•>•><* .imi the

2076

employe* may *h*r* the ntho. In the United State*, to MMM wwaneev (ha
employer ha* a "then-right*** or * noo-nctem* home* to ctpfcxt tht
MVCMKMI lOf

ptirpOtCI related 10 n*» OOflUMTOM Httereit*

rftC

invention*, as • rule, belong to the employe* but the burden of proof thai
dtt invention renBy »a» made independently n> placed on tht employe*.
Special oompermatton for tavfobon* that bctong*»the employer t» largely
voluntary. Tht lark of tpevrfk rcfoiauom on employe* (mentions M the*
coastms rcmh* tn a variety of practice* »hcr* the employe* owe* rely on
contract*. coOectr** a j r w a w a and eventaaBy tht jwhaal tyttem in order
•9 protect ha rtghta.
While d * Afferent approaches adopted by the cowwnr* that ha%*
kftdated oa the matter all ha«« their stent*, it »the prevent nnter'* brhef
that the vpectal employe* invention !•$•» and the invtnton' ccrttlVale* are
the movt worthy of emulation. They are cornprehenwve m the treatment ct
employee-employer reiattumhtp* and deal tpeofkalty *«h tmenttom
related m tocae way to employment Patent Act*, by their »cr> nature. RM*I«
deal with a he-it of other <jwe%tiom loncemtng tmhmml property ami
rarely embody detailed refutation of the rvuitcuUr prubkmy anung from
an employment retauoewJup. In >ie» of the toropie* ruucv that hate to be
tooited m an environment that n uKrcawnajy emptutHmg the need (or
innovation and creattttty. a n to the vpecvai U*\ and the itiKtiwo vefblV
catev that one thouid loot U* %tiuUnet at both the national aa4 tmemabona! k*et*Cmotoyaa mftovatiCoa
In tontraM u> employe* tn»«nt>oav the reeulatioci of employee
tfuunitioAt rt \tiM M * »<r> tentatoe tfojev There ore a number of rra«»*»
»h> thn n to ftm, the terra ~inno*ot>oa" t* wed in vamxn »**•» to
denote locti dM<*ar*tr aytnitieV a* meo/vh. *ctene»f»< 4m:otenev general
improvement* of raupnalrtjlion propenaK Akem*mrt>. it t\ uveil to co.et
ai) cf the ohove. a* »ell ** unenuuri*. For riompte. oc«.v<d>nf to veil wo ft}
of the Romanian La» on Intention* and Inno* jttom. IV*4. *n iniKn«tton
«% " . *n> tcvtutvl *itwr*emem vht"*if»f fK»%e<i>owienvT of r<o(cfr»»
and evcewmtv or **xi>l J*1N jntjute*. AO«1 xliirif. A p*v**(m >n Vnthoiry or to
*«> utt»ct f»e!d fct^inji to the evonorny. *oetwe, cvfeure. the r*vMtvi»o«i of
hrfhh ind njtioodl defence or »n *n> ><hee branch oi ewnomK .»nd w c u l
life . *' |n 4 doevmettt >tr«fnmed.to.'a >*o<*»njt Group b«'Tethn»xv^»c»l
!nno>j}»on m f^.-lheMorid. Intciievitta' Prv>t>en> Ofamvjtfson -uEjjrued
ih*t the' Jeftn co*er\: jnvetMHit. r*j«oo*irja»on *ryi *d*ptKK>r. . of•
• technoktfV. *•.""•
A Mrc^'rhi ITJJIOT tejt'00.*h» the njhj* minrKAiiMv:* hj>e not fryeri
fef ui#Jed !^ the f*ct t!v*i iht »jlue iv-. rcmhxol! irno%*tiv.e *itix:tv ireol"ten
dilTkryh to- jvvrN* tn rrn-wKtirv l c m \ V itiiKt tTi\emtv->tv\ thai, are h»
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deftafcioa applicable to todatfry. teao*ath» O M loach <M the domain* of
pare tdeiKc. economic*, health or other toctal field*, the potential vihie of
M tn»o>0Mon may be tabtfaaual: yet becaaac of to natBrcpartKaJarty a*a
conuibvtc* M toctal progra* or to die adtaaceateat of knowtcdae, •
monetary atfwwetw May tot be fcaubte or may towotvt ytart of
cvawatkm. Thta rcaaoatof * bated abaca* enorrly oa practical connder
. Oa a theoretical level, bottever, a it CMitcaa b> comprehend nby day
rights to toao%atMMH cannot' be regulated to * * y * atoalar to taoat
fotcrmng tbe right* to toteodeaa. The* tt porucalarty M M for me
employee-employer rrtMionihtp. Tbe » « r t of inaotaiort a> not iahwady
different from the nora of intetaorv Tbe creative recall of maotanoa
•arrant* tbe taate wanidcraaon for reccganioa. right* of dupoaal and
w v i ^ w M n ' n at tt gn>cn 10 Nr*enojomv i m a t m y utorat ana ptvamaty
rifbtt are jarfifkd Where farmer thought n raawred it oa me qwcwioa of
nght* anaiototn to property ngUt m anenttomv laaotattoa*. at yet. do
not bate a frmmenort ttatdar to tbe patent tytarm. nhich may ataac a
dtfficab 10 protect ctdutrtc right*, tut tbe granting of aa ctchtiite right
could be etammed at a raaoer of pnaapk. to be complemented later by a
tyttcm of pr>(cctMMt
The tocutm coomne*. tech at Bulgaria. Ot<hb»lotakia. Hungary.
Roman* and the USSR. hate taken ceruia uMiatne* ia regulating tbe
right* of emptc^ce-tnnotator*, . Thrte countne* bate caber adopted
tcparate l a * * oa mnotauon or bate tueaded ibr tcopc of ibeir l a * * oa
tfnrtMKMM 10 cotrr iiMotattonv Since property nghi* betcftg to Ibe Slate,
dm t)(KVKMi bat been rauty retorted The moral and pecuniary ngbn of
emptotec-tftfunaton arc regulated inttrtuajly the tame nay a*tberght»of
emptotce-tmrntorv
/
The mcrratcd attention dut H currmty hn»t paid to wwtot arton
throughout the »ottd warrant* a f r t t r * of laccnutet u> utnotatc. One tucb
tnceraite. promoted for cvampJc to the I'ruted Sutcv » to grant right, to
«npi<r>trs tn innotatiom at • « ! ! at tntenttom.'* Tbete right* »iU hate to
be bawd on careful conudrration of tbe retpectrtc t m p n b of rntptotcr*
and ctnpfcnee* and of feattWe ntrutt of cmunng protean^ Thn oomtderaltoo hat beat gttcn 10 tmrntiom «a many coufltnev h fa. to be booed
that a »i0 toon be giten to tnnctauem.

'

/

'

•

'

•

•

4. Concluding remarks 1 .
From *hat h n bcrn tatd abote a tv dear that th^r empiutmrnt
rciiiwxtvhip oort not negate the prmopk thji authort of crt^irvt wotfcv
hjte. n^f«> *onht of protection. The cmptjsmeitt rrUnoivJwp doev a ».
true. tiKxhft the curat of ihne nghtv b«i the special empJotct tnvenoon
U*t and vxne imiu^rui propmt U»\ ilhKrjfc thai tint ntvodificinoa car
...J>r
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be applied m m cqtnuble manner, tafefttarduif the interne* of both
efnpKfyeet m o entployeev •
l'nfofluft«tcf>. the adoption of *w.b l i m n not widespread The VV
ytar-dtd teCTtaaicndatiom of ibe ILO Adtnory tommfitec 00 Saluted
Employee* f and the repeated recoramendauom of more recent tevwom of
to ^kecMOr. tbe.AaStwry Committee on Salaried £rap*o>ee* and hutev
ttonal Worker*) CM pnntde futdartve a* to ibe measure* needed It *a»
proposed o s ibete tirwiH M O M U H and ibe proposal t»tfttltadd. tbat 411
Mternatianal u*trtttatt* tbouid be adopted
One totdd te»uimatet> a«a whether ibe n$ht» of empk>>ee» in tbeir
•ark* n an ru«*c of wflktendy wide tntemi to warrant international
uandaroV In coaudmaf thr* tpictoon. bcr*r»er. M thovid be recaned that
mdntduah who are not euptoyed do already enjoy protjrvhofl of the*
right*, The ha»*c Mwe. then, n to define how the employment rciastortdwp
affect* ibe enutlemeoi 10 ngMt and bo* the** rtfht* thoutd be protecfed
The foctr* of tbt* debate, in ibe pott. ha* been battled •»
ernpioyee-mtentori Bat, *» Ibe brief dnamton on mmnaaon m dm
artKfe ha» med to demortwTate. ibe r**oe » nut neve*»*nJ> minded to
them • n rein ant u» * number of profetatonv tnctadtnf taentnu.
frx*f*h*rv dneixpment personnel and r»«f» autborv It u aho retoar* •«
a«> empiotee. »nether or i»nt hired U> intent, tunotate or write. who
fc«p;*&* u> utK»%er or treatc a no\ti idea. proce%» or prodtsa. l"he
pntemtal nope of an eventual instrument could therefore be »er> wide
indeed. ««v.r an> empttnee. whatever h«% tWid of tpevutnatton or tecsor of
cvorHumtc a*uvn>. mi> at <omc lime in h» career author a cream* wori
Soch 4i« inurnment wowld find *> natural p U « <n the It O. vnce the hauc
n*oe that nced» lo be •wMirwd 1* the tuUnve of nghl» *r«i interest* in «n
rmplt>\R>eni r»lui»i««*h*p
Should the It O n»n*nlcf the ^dofttoti of «n tmerruttorMi MMrumen].
the w o qwcMaon «K*l »u«td h«ve to he et^ouoed <axKera% the drftsrtMKi
of the nfM% under diwuvoon Thr«e njh«» *xr. btmenrr. U***d> hnkrd 10
the »ider f»e*d of induMn«) propert* and o e n 10 mutkxiiiiJ pr>^pcTt>
n^htv to tencraJ r>u» anicte K4> *JKr*n ifut the repiUiion of tnteitenuaJ
pri>prrt> ntf&s d«(fcr> ttom ttx»mr> to c-»untr> and <r«B .»» ecvrsoraic
*>M<rra to 4iH*he» f a r e »nwkl fu»e to he etcro^ed in draitmj *n ILIJ
irrantrnent to cmofr thjj «> pn>^n*on\ irmained »dh«n the iomprtence of
tht* f.Hjpnixjth.'o *tvd «rre 4pp4iv»Me to diflerem \\Mzm* >M prv>pcft-»
»iij^U«. tn thcf9*ei»c> the.ch'rte link1* b<t»rra m(ri!<\tual propem U» jnd
Uhi^»r U* 00 ihr» ^urii>o4> 4f»d the r»f*j«K4 ot' d»fl«rtt« \>>tem\ of
p*«.<r»ef«> U<»» ik» iui« nrt>rrs«« chtx*i.ie\ to the adoption of an ILO
!a>trvfnmt iw m r i x r t ngis»» m ir?r«n,sti\e »ort.v rhe> <kK ho»e»r«.
ment »jxvui jttrrujt'O jnd »viiW fe«»e to he ctJrtWtrrd m the dr«»«r»
tiken \th the o.'roem of vwch an in«r<tmrnt
The n^ht* -of ctnp4v>>ec* under dj>cu>k>*3n—property aod pe«jrtur>
ngh«>-^h4»e riot heen the «ifc»vi ef immuB6oriaJ rej»latw«i. Tbcre axe
rt

2079

now ample etamplei in national tcgtUatioo—both »t» the lprcific employee
intention la»» and m the l a * * of the toaalm counmev-on «ntch to begin
consideration of the form and corneal of a powwbte rmlrtMncnt But mternational trfnlalion. e»en »hen reflected in national law. a not the enure
amner. A* * e hate teen, w France, the Scandinavian coontne* and the
United Kwfdom certain M U C V and moa notably the a*teMment of the
amoant of compematwn. art regulated by coHecti%e agreement*. Leg»v
Uuon mwl therefore he accompanied by action to «ircngthm the
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Employers' Obligations regarding
Employee Inventions—A
New Perspective
NAVEEDALAM*

When employers purposelessly withhold their employees' inventions from
public disclosure, they engage in conduct that is incongruous with policies of
patent laws. Additionally, this conduct is not consistent with employers'
obligations to protect certain "residual" rights of employees. The traditional
. analysis of disputes between employers and their employees involving ownership of inventions has considered only the contract aspects of their ref'hxtionshipVThls article proposes that the conduct of employers who purl potelessly withhold their employees' inventions should be evaluated in terms
\of employees' residual rights and the injury caused by such conduct."

Introduction
Most employers require that all inventions conceived by
employees during their employment be assigned to the
employers. Usually, the employees cannot bargain for the terms
of such assignment contracts. It often happens that when an
employee submits an invention to the employer, the employer
may reject it as worthless and thus would normally..have.no
purpose to retain it. However, the employer may at the same
time claim ownership of the "worthless" invention and withhold it. Under such circumstances, ah employee who wants
independently to obtain a patent for the "worthless" invention.
is not permitted to do so. The employee must accept the
employer's claim as a final disposition of the invention. This
- practice has been widely accepted under the principle that,
with the assignment contract, the employee-inventor contracts
away all rights to the invention. However, when closely examined, this practice is not in harmony with principles of contract
and patent laws.
. The issues of employers' rights regarding their employees' inventions have often been litigated, and a great deal has been
* L1*.M., Georgetown University, Mr. Alamis with Vteissenberger. b Peterson in Newport Beach, California.
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written about the subject.1 The issues that have been discussed
extensively cover the competing rights of the employers and
their employees in the latter's inventions. The available literature and the courts have not addressed the issue of possible
injury to the public that results when the employers pur. poselessly withhold inventions of their employees. The literature has also not considered that the employees may have
certain inalienable "residual rights" in their inventions. This
article examines and analyzes these issues.
Purpose of the Patent System
The patent laws and provisions of the Constitution seek to
promote the progress of science by offering to an inventor an
exclusive monopoly for a limited period in exchange for disclosure of his or her invention to the public* When the limited
period expires, society will have free use of the invention and
the consuming public thus benefits from the unrestricted
exploitation of the disclosure.3 The offer of a patent monopoly
extends to all inventors, including those who are employed.
. There are two public interests in the patent realm that are
affected when an employer purposelessly withholds the inventions of his employees. A first public interest seeks to provide a
patent monopoly to the inventor who desires protection for an
invention. A second public interest requires that an inventor
seeking a patent for an invention must promptly disclose the
invention to the public.
By withholding employee inventions and not permitting
employees to independently secure patent protection, an
employer impedes the offer of a patent monopoly from reaching
its employees. Such conduct is inimical to the public interests.
The conduct hampers the progress of science by preventing an
increase in the pool of public knowledge that would result if the '
employees could obtain patents for their "worthless'-' inventions. These factors have not been considered in disputes between employers and employees regarding ownership of inventions made by the employees.
Traditional Analysis Protects Employer
The purpose of the traditional rule, which permits an
employer to claim its employees' inventions, is to protect the
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employer in its business. An employer's claim to its employees'
inventions has been upheld under principles of contract laws.
However, when the employer purposelessly withholds its
employees' inventions, for example, while characterizing the
inventions as "worthless," the purpose of the traditional rule is
obviated. The employer does not need protection under the
circumstances; however, the employees are prevented from
enjoying their "residual" rights in the inventions. Nor is the
public interest served when inventions are withheld and thus
cannot contribute to the pool of public knowledge. In this environment, the contract principles that support the employer's
claim to the inventions lose their vitality when contrasted with
the injury to the public that results from the employer's conduct
..'•••
Employee Inventions—Rights and Obligations

- '

Consider the following situation. An individual employee,
Smith, signs a contract promising to disclose and to assign to his
employer, the XYZ Company, any invention he conceives, durr .
ing the course of his employment. Smith conceives an invention
and submits it to the XYZ Company. It is assumed here that
Smith wants to obtain a patent for the invention. The XYZ
Company considers the invention worthless, but still claims
ownership of it. Consequently, the company withholds the
"worthless" invention-and does not permit Smith to independently seek a patent for it.
In examining the relationship of the parties and the nature of
the assignment contract, let us further assume that there are no
issues of trade secret or breach of confidential relationship involved and that the only means of public disclosure is through
issuance of patents. (This will be particularly important later,
when we discuss Smith leaving his job and obtaining a patent
for the invention in his own name.) We will also assume that, in
addition to the express terms of the assignment contract, the
XYZ Company may assert ownership of the invention based on
the nature of its employment relationship with Smith. (For purposes of this article, the term assignment contract includes any
contract or tort theory that the XYZ Company may utilize to
claim the issued patent.) The XYZ Company also may have
justifiable reasons for withholding the invention, for example,

2085
466

EMPLOYEE RELATIONS LAW JOURNAL

. Vol. 8

for later exploitation, and purposelessly withholds the invention.
The Assignment Contract
Smith's obligation to assign to the XYZ Company any invention conceived by him during his employment is a contractual
obligation grounded in the assignment contract. Such contracts
have been accepted as proper.8
When the XYZ Company ond Smith execute the assignment
contract, there takes place an exchange of promises. Smith
promises to disclose to the XYZ Company any invention he
conceives and to sign proper papers of assignment The XYZ
Company promises certain benefits, such as employment,
bonus, or a percentage share of any proceeds derived from the
invention. These promises, which are part of the "contract basket" of exchanges, require positive action by the parties and
reflect on their legally binding course of conduct. The rights
and obligations of the XYZ Company and Sihith under the contract basket flow from the express or implied terms of the assignment contract. An implied element of the contract basket is
that both the XYZ Company and Smith agree not to undertake
any action that may injure or defeat the other party's interest in
the subject matter of the contract.4
The assignment contract also touches and concerns intellectual property, an area of the law having its own discriminating
rules and policies. Thus, there is an "intellectual property basket" of exchanges that comprises, inter alia, certain obligations
relating to enjoyment of a patent monopoly. This basket is necessary in order to determine, for example, the scope and quality
of Smith's rights in the property he has promised to assign.8
Accordingly, the exchanges comprising the intellectual property basket spring from the nature of the property that is involved and form an integral part of the assignment contract.
While the contract basket determines the mutual rights and obligations of the XYZ Company and Smith, the intellectual property basket, and particularly its patent component, determines
the metes and bounds of the subject of the assignment contract
(i.e., inventions and patents) and the parties' obligations to the
public-at-large. There is a kindred relationship between the
two baskets and together they comprise the bundle of obliga-
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tions assumed by the XYZ Company and Smith toward one
another and toward the public.
The Employer's Obligations
The XYZ Company's contractual rights to claim ownership of
and obtain a patent for Smith's inventions are derivative in nature, flowing from Smith as the inventor. The XYZ Company
thus becomes an intermediary between Smith, the inventor
who wants a patent for his invention, and the public-at-large.*
As the conduit between an inventor and the public, the XYZ
Company assumes the responsibility for moving the invention
forward into the public realm. The public no longer has any
expectations of the employee (i.e., Smith) disclosing the invention.
The XYZ Company realizes its rights to obtain a patent for
Smith's invention and the power to enforce it against the
public-at-large, when and if the patent issues, only by virtue of
the assignment contract. As a party to that contrr :t, Smith assigns to the XYZ Company only those rights that may be transferred, together with concomitant obligations. (Transferable
rights will be discussed in the next section.)
After the assignment contract is executed, the XYZ Company
may obtain a patent for Smith's invention. The patent would be
a contract between the public and the inventor (i.e., Smith),
whereby the inventor or the assignee obtains a monopoly, for a
limited time and the public receives free use of the disclosure
after such time. There exist certain obligations, such.as .prompt
and "best mode" disclosure of invention, that Smith, as the
inventor seeking a patent, owes to the public. These obligations
must be satisfied before Smith may validly claim the ^benefits of
the statutory patent monopoly. With the assignment contract,
the XYZ Company assumes control of the flow of the invention
to the public. As a result, it can be said that the XYZ Company,
on behalf of Smith, contractually agrees to satisfy the inventor's
obligations to the public.7
There are two facets to the company's obligations resulting
from its dominion and control over the invention. The first facet
relates to the XYZ Company's obligations toward Smith. Here,
the XYZ Company assumes an undertaking to preserve Smith's
interests in the invention and to fulfill any obligation that
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Smith, as an inventor desiring a patent for his invention, may
owe to the public. The second facet "concerns the XYZ Company's control of the invention. The XYZ Company is the only
party that can be responsible for moving the invention forward
to public disclosure; in addition, it is the party that will enjoy
the benefits of a patent monopoly that may be obtained on the
invention. Therefore, from the public's perspective, the XYZ
Company must satisfy obligations owed by Smith, as an inventor, to the.public. The burden on the XYZ Company to satisfy
these obligations to the public parallels the burden on an inventor seeking a patent for his or her invention. Thus, considerations that exact prompt disclosure of inventions from an inventor seeking the benefits of a patent monopoly apply with
equal vigor to the employer (i.e., the XYZ Company) that controls the flow of the invention.8
-; The Employee-Inventor's Residual Rights
As an inventor, Smith has an inchoate right to obtain a patent
for his invention and the right to enjoy the patei.I monopoly that
may be granted for the invention. However, when Smith enters
into an assignment contract with the XYZ Company, he transfers only the right to obtain a patent and not the full inchoate
right This position is supported by the following analysis.
When a patent issues, the government (i.e., the public) will
protect Smith or his assignee, the XYZ Company, in hisrightsto
exclude others from making, using, or selling the invention.
These protected, rights mature only after a patent issues and
relate to the pecuniary aspects of a statutory monopoly. These
rights, together with the right to obtain a patent are "transferable."
There are certain "residual," or "nontransferable," rights that
remain vested with Smith. These residual rights relate to the
intercourse between the inventor and the public-at-large,
which grants the patent monopoly. Smith has a residual right to
apply for a patent and a residual right to credits that flow from
any patent that issues in his name.
When Smith enters into an assignment contract with the XYZ
Company, he agrees only to submit the invention for the company's consideration. To that extent. Smith's residual right to
submit an application for a patent can be harmonized with the
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rights transferred to the XYZ Company in the assignment contract. If the XYZ Company desires, it may then take appropriate
ministerial stepson behalf of Smith to submit an application for
a patent. The ministerial steps may include filing a patent application in the Patent Office and seeing that the patent issues.
The powers of the XYZ Company are only ministerial because
Smith, as the inventor, must personally approve the prepared
application and execute an oath before the application may be
properly submitted to the Patent Office.9 All of these factors
show that Smith did not completely part with his inchoate right
to apply for and obtain a patent for this invention. At best, the
XYZ Company acquired the power to independently file the
patent application, if Smith is unwilling or uncooperative, and
then only on Smith's behalf.10 Thus, the XYZ Company acquires only the right to help Smith obtain a patent for his inventions.
Smith's second residual right concerns credits for the invention. This right is complementary with the statutory requirement that a patent must issue to the true inventor. This right is
inalienable in the sense that Smith cannot part with it; in other
words, Smith cannot permit a different person to be advanced as
the inventor.
In addition, there are public policy reasons why Smith cannot
surrender his residual right to credits for his invention. These
public policy reasons recognize that, when a patent issues,
Smith's name would attach to it. The patent will thereafter become a definite and continuing source of credits to Smith.u As a
matter of human nature and public policy, Smith cannot—and
should not have to—agree to contract away the right to credits
for his invention.1*
Withholding an Invention Is Inconsistent with Assignment
Contract Purpose .
After Smith conceives an invention and presents it to the XYZ
Company, Smith has fulfilled his obligation under the assignment contract to disclose the invention to his employer. The
XYZ Company decides whether a patent should be obtained for
the invention and then Smith would be asked to perform his
second obligation under the assignment contract (i.e., to exe- .
cute papers of assignment).

2089
. 470

EMPLOYEE RELATIONS LAW JOURNAL

Vol. 8

It is assumed here that the XYZ Company considers the invention "worthless." If the invention is worthless, the company
is not affected in its business when it decides to withhold the
invention. Thus, its right to claim and withhold the invention,
given the purposes of the assignment contract, is questionable.
The XYZ Company's decision to consider the invention
worthless may be premised on a variety of factors that may have
very little or nothing to do with the merits of the invention. For
example, the XYZ Company may believe the invention to be
worthless because of the competition in the market, the XYZ
Company's market position, the investment required, and the
established line of products with which the invention may
compete. The XYZ Company's decision represents an evaluation of all relevant factors and is a decision best suited to its
interest
' While the XYZ Company is considering these factors, the
inventor may be prevented from seeking a patent and thus is
delayed in releasing his or her invention to the public. This
delay may result in total loss of the inventor's rights. Similarly,
the reasons for which the XYZ Company considers the invention worthless would not excuse its decision to purposelessly
withhold the invention from public disclosure. This is so because the result of the company's conduct is the same (i.e., the
public is deprived of the disclosure). Thus, an element of public
disfavor attaches to any future claim by the XYZ Company to
the purposelessly withheld invention against the public-atlarge.
As noted earlier, Smith retains the residual right to submit an
application for a patent. During the period that the XYZ Company withholds the invention, Smith does not forfeit this right.
Now, instead of purposelessly withholding the invention, if the
XYZ Company permits Smith to obtain a patent for the invention
at his own expense, there are no conceptual problems. Smith is
free to enjoy his residual rights in the invention, and the rights
of the XYZ Company are protected under principles of "shop
rights." This alternative would accommodate the interests of
the public, Smith, and the XYZ Company. However, there are
considerable problems when the XYZ Company withholds a
"worthless" invention and at the same time blocks Smith's access to a patent monopoly, thereby hindering accretion to the
public knowledge.
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Employer Is Not an Outright Owner by Virtue of the
Assignment Contract
Some courts have suggested that, once a company assumes
ownership of an invention, it may do as it pleases (i.e., the XYZ
Company may ignore or discard the invention without considering Smith's desire to obtain a patent).13 This raises considerable conceptual difficulties. The XYZ Company's rights in dealing with the invention spring from the express or implied
terms of the assignment contract and/or from its relationship
with Smith as the employee. These powers must be tempered by
the fact that Smith, as the inventor, has at least some residual
rights that are not subject to the employer's discretion.
Further, the XYZ Company's freedom of action to deal with
the invention is dictated by, and should be commensurate with,
its potential right to enjoy the monopoly of the patent obtained
for the invention. If an employer is considered an outright
owner of its employees' inventions before a patent issues, this
would imply that employers may never act oh their employees'
behalf in obtaining patents for their inventions. Such broad
employer powers would unnecessarily encumber the scheme of
the Constitution to stimulate inventions. (This will be expanded
on later in the article.)
However, a company may be considered an outright owner
only where its conduct does not injure the employee's residual
rights regarding an invention or the public interests of the patent laws. For example, the XYZ Company may withhold and
claim total ownership of inventions for which it has a purpose to
withhold. Indeed, in this instance, Smith's residual rights and
the two public interests may be subordinate to the company's
interests.
Nonetheless, while the XYZ Company may have gained, by
virtue of the assignment contract or by its relationship with
Smith, the right to ignore or withhold the invention as far as
Smith is concerned, this right may not be potent against the
public-at-large. There is a vital public interest in the free use of
an invention as soon as possible,14 and this public interest attaches not only to inventors but also to those who stand in similar relation to the public as the inventor and who seek to enjoy
the benefits of the patent monopoly. This public interest attaches to the XYZ Company as the party standing in Smith's
shoes and the party that is to enjoy the patent monopoly.
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Further, the XYZ Company's claim to do what it pleases with
the invention would not supercede another important public
interest (i.e., the public interest to provide that the Constitution's patent scheme reaches those inventors who desire a patent for their invention). The technical requirements or demands
of a contract on which the XYZ Company may rely must give
way to these two public interests.'8
Therefore, when the XYZ Company purposelessly withholds .
the invention, Smith is prevented from enjoying his residual
rights and the public interests are injured. Accordingly, there is
a certain public disfavor and consequences the company faces
that may impair its claim of total ownership of the invention.
The nature of this disfavor and the consequences will now be
examined.
Consequences of Purposelessly Withholding an Invention
Let us now assume that there has been a lapse of time and
Smith, after leaving his employment, has obtained a patent on
the invention in his own name. It should be emphasized that
Smith has obtained the patent despite the XYZ Company's
delay in allowing the invention to be released to the public. The
patent proves to be valuable, i'he XYZ Company now invokes
the assignment contract and claims title to the patent. (As noted
earlier, no question of breach of trust or confidential relationship by Smith is involved here. This will preserve the focus on
the XYZ Company's conduct.)
The fij.'t issue to examine here is the hiatus between the XYZ
Company's initial withholding of the invention and its present
claim of title to the patent. This inquiry belongs to the contract
realm and has roots in the contract basket of exchanges between
the XYZ Company and Smith. A second inquiry should be into
the company's initial failure to move the invention to public
.disclosure when Smith, as the inventor, continued to desire a
patent. This inquiry belongs to the patent realm and has roots in
the intellectual basket of exchanges.
Traditional Contract Analysis
Traditional analysis focuses on an employer's contract rights regarding its employees' inventions. A few cases will serve as illustration. These cases show that, in general, an employer's claims
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to its employees' inventions, whether premised on an assignment
contract or on the nature of the employee-employer relationship, are affected by the hiatus between the employer's initial
disinterest in the invention and later claims to it.
In L. A. Migel v. Bachofen,1* an employer knew of its
employee's experiments to develop an invention and contributed a certain sum of money to it An assignment contract was
drawn up. After the employee was discharged, the employer
ceased to be interested in the matter and took no steps to ascertain if the employee was still working on the invention. Only
after the employee had succeeded in making the invention and
had become a potential competitor did the employer institute a
suit seeking remedies. The employer, wishing to suppress the
invention, sought assignment of the patents involved. The
employer's purpose in bringing the suit was not to enjoy use
of the patent but to prevent its use by any competitor in the
industry.
.
K"
>
The assignment contract had provided for royalties for the
employee and there was nothing in it that required the
employer to use the patent; thus, the former employee-inventor
would have been cut off from any sources of royalties, because
the employer had invested heavily in a different type of
machine since the time of the assignment contract. The court
stated that equity should not lend its aid to execute a scheme so
manifestly unfair to the employee, and no assignment of the
patent to the employer was required.
In Texas Co. v. Gulf Refining Co.," an employer contended
that one of its present employees was the true inventor of a
.process and prosecuted an interference proceeding with a former employee-inventor. The proceeding went on from 1917 to .
1922. At no time during this period did the employer claim that,
even if the former employee was the true inventor, the
employer was the equitable owner of the invention because the
invention was made while the former employee was still
employed and subject to the terms of an assignment contract At
the same time, the former employee's assignee was spending
large sums of money installing machinery to practice the process invented, and the employer was aware of such expenditures. The employer's delay of some nine years in asserting its
rights under the assignment contract, and its conduct during
that period, was held to estop the employer from enforcing its
claim.
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In Reece Folding Machine Co. v. Fenwick,18 an employee
agreed to assign to his employer all inventions already made
(during employment but before an assignment contract was
executed) and improvements he might thereafter make on the
inventions. After his discharge, Fenwick considered all his relations with the employer ended. Six months after the discharge, Fenwick attempted to interest the employer in arrangements to develop an improvement he had devised. The
employer turned its back on Fenwick and acquiesced in Fenwick's belief that his relations with the employer had ceased
and that he would be on his own in making the improvement.
The employer was held not entitled to the improvement invention.
These cases demonstrate that, as a consequence for the delay
in asserting its claim to the issued patent, the XYZ Company
may lose rights to it. Smith will be able to use contract and
equity principles as defenses against the company's claims to
the patent. Clearly, any consequences to the XYZ Company
result only from considerations of the parties' mutual rights and
obligations.
However, this analysis is deficient in ignoring the fact that
the assignment contract is an admixture of a contract basket and
an intellectual property basket. The traditional analysis has
considered consequences to the XYZ Company only under the
contract basket. There is no reason why the consequences that
may flow from the intellectual property basket should not be
considered as well.
The patent component is particularly relevant in the intellectual property basket. Patent laws view, with significant disfavor, conduct that impairs the terra firma of those seeking a
patent monopoly. Accordingly, when the XYZ Company purposelessly withholds Smith's invention, the result may be public disfavor regarding any of the company's future claims to the
invention. We will now examine the type of public disfavor that
may accrue to the XYZ Company.
The Patent Realm: Public Interests Injured
The purpose of the monopoly granted to inventors under the
patent laws is to encourage inventors and to increase the pool of
useful knowledge. This purpose is best achieved by rewarding
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those inventors who are diligent and prompt to disclose their
. inventions. Those who withhold their inventions do so at their
own risk.18
As discussed earlier, there are two public interests that are
affected when the XYZ Company purposelessly withholds
Smith's invention and does not permit Smith to independently
obtain a patent. These public interests will now be examined.
Public interest to provide an inventor with access to a patent
monopoly. There exists a public interest to provide inventors
with access to a patent monopoly offered by f he patent laws.
This public interest has not been articulated in the literature as
such; however, it can be recognized by example.
Consider that the XYZ Company purposelessly decides never
to file patent applications for any of its employees' inventions
and claims the.right to withhold the inventions under some
contract principles. The public interest is at issue here because
of the injury to the scheme of the Constitution to encourage
inventions and to induce inventors to come forward and disclose their inventions. If the XYZ Company sues an employee
who nevertheless oLtains a patent for an invention, the company's conduct will come under scrutiny. It is possible that the
XYZ Company may b»; denied relief, irrespective of any contract that may exist between the eirployer and the employee.
Public interest to enjoy free use of the invention as soon as
possible. The patent laws have several "time-is-of-the-essence"
principles that support the public interest to receive the disclosure as soon as possible. These principles apply initially to
Smith, since he is an inventor who desires a patent for his invention. .They require that Smith release his invention to the
public as soon as possible, and if he delays doing so, consequences await him. These consequences accrue, to the XYZ
Company when it acts contrary to the principles at issue.
1. One-year period to file application fair patent. Under 35
USC section 102(b), Smith must file an application for a patent
within one v«»— after the invention is described in a domestic or
. foreign publication or is in public use or on sale in this country.
Section 102(b) does not allow delay beyond one year, irrespec' tive of any reasons Smith mayhave for his delay. Other subsections of section 102 also contain time limitations.
2. Statutory standards of patentability encourage prompt
filing. The statutory criteria of an invention's novelty arc mea-
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sured against the prior art. If Smith withholds his invention, he
does so with the knowledge that the pool of the prior art is
dynamic and ever-increasing. When Smith finally files an application for a patent, after an extended delay, others may have
already enriched the public knowledge. As a result. Smith's
claims to the invention may be defeated.
3. Abandonment and forfeiture. Smith may abandon his invention and lose his right to obtain a patent for his invention.
Abandonment would result from a delay on Smith's part to
timely claim his invention against the public. Although it is well
settled that a mere delay will not prejudice Smith's right to
obtain a patent, it is equally clear that, if the question arises, the
burden will be on Smith to successfully explain the delay.10 To
that extent, at least, Smith's inchoate right to obtain a patent is
affected when he withholds his invention from the public. If
some public rights have intervened during the time period of
the delay, a doctrine akin to estoppel may be applied against
Smith.31 In addition, Smith may forfeit his right to obtain a
patent by conduct designed to delay his invention's release to
the public.**
4. Abandonment, suppression, and conccalmtnt under 35
USC section 102(g). If Smith is the first to invent something and
it is determined that he abandoned, suppressed, or concealed
his invention, a rival inventor, although a latecomer, would be
entitled to receive the patent for the invention.*8

Consequences to the Inventor
The above principles of patent law show that Smith'srightsto
his invention may be lost if he does something that is contrary to
the public interest in receiving the invention as soon as possible. Similar consequences may result if the public interest to
provide an inventor with access to a patent monopoly is injured
by the inventor's conduct.
These results are predicated on a well-enunciated policy that
a patent, by its very nature, affects the public interest. Any
attempt by Smith to postpone the beginning of the term of his
monopoly, and thus delay free public enjoyment of the useful
invention, is an evasion of the statutes and defeats its benevolent aim.24 There should be no rewards for those who would
materially retard the progress of science and are. least prompted
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to communicate their discoveries. Thus, it would be reasonable, and consistent with patent policy, to withhold from Smith
the privilege of the exclusive monopoly, unless he promptly
puts the public in possession of his invention. The public's
rights and interests should not be made to yield to schemes of
selfishness or cupidity. The rights of the community must be
considered and effectually guarded. 26
Effects of Employer's

Conduct

When the XYZ Company purposelessly withholds Smith's
invention, and Smith continues to desire a patent, then the
patentability of the invention, or the validity of the patent that
may issue, is affected. The invention will be extenuated by the
increase in the pool of prior art, the burden to disprove an intent
to suppress, and the burden to overcome the prejudice that
flows from a possible finding of abandonment, suppression, or
concealment.
Thus, by purposelessly withholding Smith's invention, the
XYZ Company has an effect on Smith's residual rights to the
extent that the invention is blemished. In addition, the company had the option to permit Smith to patent the invention
while remaining protected under principles of "shop rights."
Having failed to take advantage of this appropriate alternative,
thus accommodating the public, the XYZ Company may now
lose its claim to the invention.
Further, arguments can be made to show that the XYZ Company is aware that its conduct may affect its claim to the invention. The reason this possibility exists is that an inventor's delay
in disclosing an invention to the public assumes cognizable
importance in an interference proceeding or in an infringement
action where the validity of the patent is an issue. The interference and infringement actions are both conflicts related to the
ownership, of a patent or an invention; both represent the only.
occasion that the question of such a delay is considered. In an
interference proceeding, the successful party obtains title to the
invention and may then enforce the resulting patent monopoly
against the public. In a validity dispute, the action is of sorts
between the public and the patent holder, the challenger representing the public. If the patent is found invalid, the challenger,as well as the public, will have free use of the invention immediately.
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In a validity dispute, the question of delay is the inventor's
delay in disclosing an invention to the public. In an interference action, the measure of delay is the relative delay of the
. parties involved to disclose their inventions to the public. The
important element is the public's access to the invention and
the parties' conduct is evaluated with respect to that17
Conclusion
In analyzing the assumed facts in the example presented
here, the conclusion is that traditional analysis be expanded to
include considerations of Smith's residual rights to his invention. Further, the XYZ Company's conduct, in purposelessly
withholding its employee's invention, should be considered as
a relevant factor, separate and apart from any analysis of the
parties', mutual rights regarding the issued patent, and evaluated for the extent to which the two public interests have been
vitiated.
This conclusion is consistent with the obligations assumed by
the XYZ Company in the assignment contract. Under the contract basket, the XYZ Company assumed an obligation not to
undertake any conduct that may injure Smith's rights in the
assignment contract. When the XYZ Company purposelessly
withholds the invention, Smith cannot enjoy his residual rights
in the invention. Thus, the company's conduct is not consistent
with its contractual obligations toward Smith.
. In the context of the intellectual property basket, the effect of
this interpretation would be as follows: the XYZ Company's
conduct unnecessarily postpones the time when the public
would have free use of the invention and prejudices the public
interest therein. Therefore, such conduct would be recognized
as not promoting the progress of science. In addition, the XYZ
Company's efforts to gain title to the patent through the courts
(i.e., the public) come with bad grace since it is appealing for
favor to that society which, if it has not injured, it certainly has
neither benefitted nor intended to benefit.28 The patent resulted despite the company's purposeless attempt to withhold
the invention.
Such an interpretation would reinforce the scheme of the
Constitution and the patent laws as well as the public interests.
The proposal does not interfere with the existing traditional
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analysis of the assignment contract, which focuses only on the
contract basket It only suggests expansion of the traditional
analysis, and consideration of the exchanges under the intellectual property basket
Therefore, the XYZ Company would still have the competence to decide which of its employees' inventions it wishes to
retain title to, but would be urged to release to employees other
inventions that it does not consider worthwhile or has no purpose to withhold. In many instances, employees, like Smith,
may obtain patent protection at their own expense. Employees
may be satisfied with the intangible benefits flowing from the
public disclosure. Thus, the pool of public knowledge would be
increased an extra degree and the progress of science additionally promoted. Such, after all, is the purpose of the patent
scheme envisioned by the Constitution.

Re following is a collection of articles on the subject: Lieberstein, J
"Suing the Former Employee," 59 J. Pat. Off. Soc'y 705 (1977); Dohert)
"Law of the Employed Inventor-Time for Change," 57 Mass. L. Q. 27 (1972);
Stedman, "Rights and Responsibilities of the Employed Inventor," 45 Ind. L.
J. 254 (1970); Stedman, "Employed Inventor, the Public Interest, and Horse
and Buggy Law in Space Age," 45 NYU L. Rev. 1 (1970); Leonard, "Protected
Rights of the Employee Inventor in His Invention" 4 9 / . Pat. Off. Soc'y 357 ,
(1967); Note, "Employer's and Employee's Rights in Patents Arising from the
Employment," 11 ViU. L. Rev. 823 (1966).
^gJ
-ft—iH> USC Till setf-t U.S. ConotitutiaD, artiolo 1, tlausi- 0, SBcUuil^ar
"The Congress shall have power . . . to promote the progress of science and
useful arts, by securing for limited times t o . . . inventors the exclusive right to
their . . . discoveries."
3. United States v. Dubilier Corp., 289 U.S. 178, 186-87 (1932); see also
Brulotte v. Thys Co., 379 U.S. 29, 31 (1964); Special Equipment Co. v. Coe,
324 U.S. 370, 378 (1945); Kellog Co. v. Nat'l Biscuit Co., 305 U.S. I l l , 118
(1938).
4. Ohasi v. Vtrit Indus., 536 F.2d 849, 853 (9th Cir. 1976), cert, denied,
429 U.S. 1004 (1976); see alsoGalfand v. Chestnutt, 402 F. Supp 1318, 1329
(S.D.N.Y. 1972), 00*4 573 F.2d 1290 (2d Cir. 1977), cert, denied, 435 U.S. 943
(1978). rehearing denied, 436 U.S. 914 (1978).
5. Crown Die O Tool Co. v. Nye Tool Works, 261 U.S. 24, 33 (1923); see
also United States v. Dubilier Condenser, note 3, supra at 187; United States
v. Bell Telephone Co., 167 U.S. 244, 249 (1896); Ellis, Patent Assignments i 2
(1955).
6. McClungv.Kingslond, 42 U.S. 202, 205 (1843); see also Robinson, The
Law of Patents, vol. 2 § 767, pp. 525-26; Ellis, note 5, supra at 5 349.
7. Smith is bound by the conduct of his assignee, the XYZ Co. See Wilson
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v. Coldmark, 172 F.2d 575. 582 (C.C.P.A. 1949); Automatic Elec. Co. o.
Dyson, 281 F.586,588 (App. O.C. 1922); Ellis, note 5. supra at i 349.
8. Macbeth-Earns Glass Co. o. General Elec. Co., 246 F. 695, 699 (6th
Cir. 1917), cert, denied, 246 U.S. 659 (1918).
9. The content of the patent application, together with the oath and the
applicant's signature, constitute the substantive aspect of the patent application. These define the scope and field of the invention, as envisioned by
. - Smith: The oath and signature, while concededly ministerial, should
>? nevertheless be considered substantive because they are testimonial to the
" application, and any impropriety in them will Impair the validity of the patent
•'* that may issue.
10. There are provisions that would permit the XYZ Co. to independently
file a patent application if Smith is unavailable or uncooperative. See 35 USC
S 111. 116-18; 37 CFH S 1.41-1.47.
It has been stated that *u inventor's assignment of his invention transfers
die inchoate right to obtain a patent for i t See Toner o. Sobelman, 86 F. Supp
"
. 369, 380 (E.D. Pa. 1949); Ellis, note 5. supra at 8 248. How can this be
•. reconciled with Smith's residual right to apply for a patent? It is believed that
there is no inconsistency. The XYZ Co. obtains the right to file an application
for a patent insofar mat it may utilize this right when—and only when—Smith
; Is unavailable or uncooperative. Such reasoning does no injury to established
;• rules and is complementary to them since the rights of the XYZ Co. are not
dimlnished.in any respect
.• 11. Barnes, "The Patent System from an Inventor's Point of View," 5 Pa' tent, TM O Copyright J- Research <r Educ. 63. 68 (1961); see also Consoli: dated Fruit-Jar o. Wright, 94 U.S. 92.96 (1876).
12. The following authorities support the propositions that: (1) Smith does
not agree to give up rights to cre«"ts for his invention by executing the as-,
signment contract; (2) this fact is well recognized by employers, like the XYZ
Co.; (3) the assignment contract can be deemed executed with due cognizance
of this fact; thus, it is part of the bargain of the contract; (4) public policy
provides a basis to uphold Smith's right to credits for his invention; and (5)
right to credits should be recognized as a distinct and important aspect of the
assignment contract See "Research and Development Direction," 7 Patent,
TM, O Copyright J. Research O Educ. 23, 25 (Conference Issue) (1963);
Barnes, note 11, supra at 68. See also "Employee vs. Company Interest in
Trade Secrets and Patents," 10 IDEA 67,73 (Conference Issue) (1966); Regal,
Intangible Rewards for Engineers and Scientists (Ann Arbor Bureau of Industrial Relations, Univ. of Mich., 1958).
The issue, of credits for inventions has been addressed by the courts. See
Dr. A. Reed Cushion Shoe Co. o. Frew, 162 F. 887,889 (2d Cir. 1908); Garfield
v. Western Elec, 298 F. 659, 661 (S.D.N.Y. 1924); MUanio. Ortho Pharmaceutical Corp., 33 N.J. Super. 1. 198 A.2d 791 (1964), reo'd, 414 N.J. 552,
210 A.2d 609 (1965), appeal and cert, denied, 382 U.S. 203 (1965). rehearing
denied, 384 U.S. 923 (1966).
13. Dellar s Walker on Patents 137, p. 176; §359, p. 40, See also Misanio.
Ortho, note 12, supra, 198 A.2d at 796-97.
'4. This does not mean that the inventor is always under a duty to see that
the public receives the disclosure quickly. See, e.g., Hartford-Empire Co. o.
United States, 323 U.S. 386. 432 (1945); United States o. Bell Telephone Co.,
note 5, supra at 250 (1896). The focus of the present analysis is on the public.
The access of the public to the invention is paramount. Normally, there is ho
. duty on Smith to seek a patent for his invention. However, if he does desire a
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patent (and it Is assumed that be doesk then any delay in releasing his invention to die public may be considered whenever necessary, for example, in any
dispute involving the invention.
15. Uar v. Adkins, 395 U.S. 653,670 (1969) (". • • the technical requirements of a contract doctrine must give way before the demands of the public
- interest.**).
16. 69 N.J. Eq. 60S, 126 A. 396 (1924).
17. 26 F i d 394 (5th Cir. 1928). cert, denied. 278 U.S. 625 (1928) (district
court's opinion at 13 F i d 873 (S.D. Tex. 1926).
18. 140 F. 287 (5th Cir. 1905). See also Parker Rutt-ProofCo. v. Allen. 231
Mich. 69, 203 N.W. 890 (1925); Phillip Screw Co. v. Gionan, 256 P i d 253
(Sup. CL Ore. 1953): Pure Oil Co. v. Human, 95 F i d 22 (7th Cir. 1938).
19. young o. Dworkin, 489 F i d 1277, 1283 (C.C.P.A. 1974) ("• • • the
warning has been sounded that one who delays in filing his application does
so at the peril of finding of suppression or concealment due to the circumstances surrounding the delay."); Derr v. Gleason, 258 F. 969,972 (App.
D . C 1919) ("A limited monopoly under tbe patent laws is granted that the
public may be benefitted, and be who slumbers on his right does so at. his
risk.**)
/•..,
v
The following cases support the position mat, if Smith desires patent pro- .*
tection for his invention, be must be prompt to disclose his invention to the ".
public: Woodbridge. o. United States, 263 U.S. 50,56 (1923); Macbeth-Evans -\
Glass Co. v. General Elec. note 8, supra at 706; Brown v. Campell. 41 App. V
D.C. 499.501-502 (1914); Maton o. Hepburn: 13 App. D.C. 86,95-96 (1898); •'.Kendall o. Winsor, 62 U.S. 322,328 (1858); Pennock O Seller* v. Dialogue, 27 •
U.S. 11,23 (1829).
20. Elec. Storage Battery v. Shimadzu, 307 U.S. 5, 15 (1938), rehearing
denied, 307 U.S. 650 (1939).
21. Consolidated Fruit-Jar v. Wright, note 11, supra at 95-96.
22. Woodbridge o. United States, note 19, supra at 59. See also Kendall v.
Winsor, note 19, supra.
^
23. Tbe following doctrines also apply here: (1) Late claiming. The in- U»
ventor who delays filing a patent is precluded from claiming an aspect of his
or her invention disclosed but not already claimed (see Chisum, Patents 8
11.05); (2) Spurring. If Smith does not pursue his invention to fruition until '
spurred into activity by knowledge of a rival inventor's entry, he may be
deemed to have forfeited his invention; or such activity may constitute abandonment, concealment, or suppression under t 102(g).
24. Woodbridge v. United States, note 19, supra.
25. Pennock O Sellers v. Dialogue, note 19, supra; Kendall v. Winsor, note
19, supra; Mason v. Hepburn, note 19, supra.
26. Sean. Roebuck O Co. v. Stiffel, 376 U.S. 225.229 (1964); Kendall o.
Winsor, note 19, supra.
27. See Robinson, note 6, supra at {46.
28. Kendall v. Winsor, note 19, supra.

2101
j J / M W I I W J H

I «J

LAW QUARTERLY

Featured in this issue:

'»•»•'

Official Publication •
Vol

57

A Plea for Diffusion ol Responsibility —
Nicholas deB Katzenbach
Restricted Securities: T h e Private Placement
Exemption and Rule 144 of the Securities
Act of 1933 —
Noel G. Posternak
The Law of the Employed Inventor — Time
for a Change? —
George M. Doherty and Joseph S. landiono
Disobeying A Father's Voice —
Sanford N. Katz and William A. Schrooder
Duty Owed to Guest Occupants in Motor
Vehicles —
James W. Smith
S. 200 — An Act Establishing the
Massachusetts Criminal Code —
Livingston Hall
Experiments in Legal Education —
Thomas P. Campbell, Jr.
Changes in the Laws Relating to Domestic
Charitable Corporations
George M. Hughes
Recent Case and Statute — Comments

The Massachusetts Bar Association

2102
26

Massachusetts Law Quarterly

through any other means; the number of shares of the class outstanding or the
relevant trading volume; and whether the seller has solicited or made any arrangement
for the solicitation of buy orders, or has made any payment to any other person in
connection with the proposed transaction.
12
A notice is not required to be filed with respect to transactions during any
period of 6 months involving not more than 500 securities or $10,000, whichever is
less.
13
To this commentator, the argument is quite strong in view of the drastic
changes made by Rules 144 and 237, changes which undercut 40 years of judicial
and administrative interpretation of Sections 4(2) and 2(11) of the 1933 Act.
14
In order to give some additional relief to holders of restricted securities, Regulation A has been amended to allow public offerings by non-controlling stockholders
under the Regulation A exemption not to exceed $100,000 per person, and not to
exceed $300,000 by all such persons in the aggregate, during any 1 year. Offerings
within these limitations by non-controlling stockholders will not be offset against the
amount (up to $500,000) available to the issuer under the Regulation A exemption.
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— Memorial contributions in memory of deceased fellow members
of the bar;
— By remembering the Foundation in your will.
Your gifts, or requests for information on how to become a Fellow
of the Foundation, should be directed to:
MASSACHUSETTS BAR FOUNDATION
Joseph Schneider, President
One Center Plaza
Boston, MA 02108
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The Law of the Employed Inventor—
Time for a Change?
GEORGE M. DOHERTY*
JOSEPH S. IANDIORIO*
Focusing on a recent case decided by the United States Circuit Court
of Appeals for the First Circuit, the authors examine the legal problems generated by the employee-inventor who conceives a potential
invention during his employment but defers tangible embodiment of
his idea until he has severed his relationship with the employer. After
sketching the legal framework of "master-servant" and traditional
"employment contract" law — and the deficiencies in both approaches
to the problem — the authors suggest a new system for dealing more
effectively with an issue bound to recur with increasing frequency in
a state as technologically-oriented as the Commonwealth.

"Inventors are a meritorious class. They are
public benefactors. They add to the wealth and
comfort of the community, and promote the
progress of civilization." Consolidated Fruit Jar
Co. v. Wright, 4 Otto (94 U.S.) 92, 96 (1876).
Most technically employed persons are familiar with the conventional employment contract to which they must become a party before
they can gain employment in almost any technical or supervisory position. Among the provisions in the employment contract are likely to
be some relating to inventions made by the employee in the course of
his employment; typically such provisions bind the employee to assign
all such inventions, without further compensation, to the employer.
Since these provisions are enforcible in the courts,1 the employment
contract has now almost totally supplanted the master-servant common
law in determining title to employee's inventions. Since very few employers would be encouraged to support research activity without some
guarantee that they would profit from the results, and because seldom
did the provisions of master-servant law confer title to employee inventions on the employer, the employment contract's guarantee of title to
the employer has assumed a conspicuous centrality in the fostering of
sponsored research.
These considerations lengthen the significance of a recent decision
in the First Circuit which may cast doubt on the generally assumed
* Patent Attorneys, Iandiorio & Doherty, Waltham, Mass. Both are members of
the Massachusetts Bar Association's Intellectual Property Committee.
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value of such contract provisions, and raises the more vexing question
of whether the privately bargained employment contract still determines the rights and obligations of the employed inventor adequately
for the interests of either employer or employee.
The case is Jamesbury Corp. v. Worcester Valve Co.2 This article
will examine that decision and will raise the question of whether there
exists or can be devised a different legal framework which would prevent, or at least better resolve, the dispute which arose in the subject
case.
The Facts
Immediately upon graduation from college in 1940, Howard
Freeman commenced working as an engineer for the Rockwood
Sprinkler Co. (hereinafter "Rockwood"), a manufacturer of ball
valves. Under the terms of his employment contract, Freeman agreed
"without further consideration to give to Rockwood . . . any and all
inventions or improvements which he might make while in the employ
of Rockwood" relating to Rockwood's business and to "disclose
promptly to Rockwood all of the above-described inventions or improvements. . . ."3 By 1953, Freeman's inventions, which he regularly
assigned to Rockwood, had resulted in 19 patents, and Freeman had
risen to Director of Research at an annual salary of $25,000.
From time to time, Rockwood's customers would ask for a
"double-seated" ball valve,4 but although the need and market existed,
until 1953, Rockwood had never developed such a ball valve. Late
that year, Freeman became convinced that he could develop a doubleseated ball valve, and began to study the literature seeking to learn
how he might implement some of his ideas in this area. However, instead of communicating his proposals to Rockwood, as he had done in
the past, he instead sought out investors with the intention of forming
his own company to market the new ball valve. At Freeman's instructions, all checks from investors were post-dated to February 2, 1954.
When Freeman had secured some $60,000 in investment capital and
had "virtually conceived""' in his own mind the ball valve design which
he eventually patented and marketed, he "arranged his timely extrication from Rockwood by demanding a large salary increase on January
13, 1954, predictably not expeditiously granted, and resigned as of
January 25."° In his parting conversation with his employer, Freeman
carefully acknowledged that he had no undisclosed ideas which had
not been reduced "to writings, drawings or practice."
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Thereafter the pace quickened. Freeman's new Jamesbury Corporation had its organizational meeting on January 29, and on
February 1 and 2 Freeman commenced making drawings and sketches
of the ball valve which was in essence the product eventually patented.
Freeman added the name of another (who had never worked for Rockwood) to the patent application, along with his own, as joint inventor
of the ball valve invention, so, arguably, to make it appear that the
invention could not have been conceived until after Freeman left
Rockwood.7 The patented valve was a great commercial success — in
1970, about $13,000,000 in sales of Jamesbury was directly attributable to this ball valve.
Rockwood never made any claim on Freeman, and Rockwood
was eventually purchased by E. W. Bliss Co. (hereinafter "Bliss").
These facts remained undisclosed for almost 12 years until, in
1965 and 1966, Bliss learned that Freeman had testified in some
infringement suits pending by Jamesbury against alleged infringers of
the ball valve patent that he, Freeman, had conceived the idea for the
ball valve in early February, 1954. Their suspicions aroused, Bliss
intervened in an infringement suit pending in the District of Massachusetts by Jamesbury against Worcester Valve Co. Bliss alleged that
Freeman had "made" the ball valve "invention" while still in the
employ of Rockwood and hence that, under Freeman's employment
contract, Bliss, as Rockwood's successor, was entitled to an assignment
of the patent.
The Holding
,
The District Court held that the invention belonged to Freeman
alone, and the Court of Appeals affirmed. In each court, the decision
turned on the meaning of "invention" in Freeman's contract. This
meaning was held to be determined by an 1893 decision of the
Massachusetts Supreme Judicial Court, Lamson v. Martin, 159 Mass.
557, 35 N.E. 78.8 The District Court found specifically that "invention", as used in the contract, meant more than a mere idea in the
mind, and that it was "impossible to find on the basis of the evidence
that Freeman had completely conceived the entire invention at the
time he left Rockwood."0 In affirming, the Court of Appeals' phraseology was that the word "invention", under the applicable law of
Massachusetts, requires that there be a "tangible" embodiment of the
idea.'0
In a narrow sense the decision can be viewed as a simple matter
of contract interpretation and, although it can be expected to cause a

2106
30

Massachusetts Law Quarterly

hurried perusal of existing employment contracts to supplement or
replace the word "invention", would have limited radiations. However,
viewed more broadly, the decision illumines some of the frailties of the
legal framework that has traditionally obtained for settlement of
disputes between the employed inventor and his employer. In this case,
the record discloses an employee whom the District Court found to
have intentionally and wittingly concealed from his employer an invention of great merit. He was not employed as a mere machine operator
or a technician, but as "Director of Research." For fourteen years he
had been employed to improve his employer's product lines, and in
the course of that employment and, as an integral part of it, had become conversant with the problems of an entire industry and the techniques for analyzing and solving those problems. And yet, when he
finally conceived an invention of potentially great merit and economic
value, instead of communicating and assigning it to his employer, as
he had done in the past, he decided to seek to avoid his contractual
obligations and exploit the invention totally for his own profit. And
when, confronted with these facts, the employer sought solace in his
"employment contract", he received small comfort indeed.
At the least these facts indicate that reliance on contract law,
much as the master-servant law, may not be wholly adequate to
govern the employment of inventors in an evolving and sophisticated
technological society.
The Legal Framework of Master-Servant Law
In the absence of an employment contract, title to the inventions
of the employed inventor is usually determined by the traditional
common law of master-servant. Under that law, the employer gains
title to the employee's inventions only by demonstrating that the employee was "hired to invent." The applicable law is well summarized
in National Development Co. v. Gray, 316 Mass. 240, 246, 55 N.E.
2d 783, 786 (1944):
"One by merely entering an employment requiring the performance of services of a noninventive nature does not lose
his rights to any inventions that he may make during the
employment. . . , and this is true even if the patent is for an
improvement upon a device or process used by the employer or is of such great practical value as to supersede the
devices or processes with which the employee became
familiar during his employment. * * * * * The law looks
upon an invention as the property of the one who con-
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ceived, developed and perfected it, and establishes, protects
and enforces the inventor's rights in his invention unless he
has contracted away those rights."
If a person is specifically hired and compensated to make an invention, the law imposes on him an obligation, in the nature of an implied contract, to assign to the employer the inventions so made.11 The
difficulty usually arises in proving that the employee is "hired to
invent".
It is usually held irrelevant that but for his employment, the
employee would have learned neither of the existence of a problem
nor of the techniques to be applied in its solution.12 Even if the employee utilizes the employer's equipment and tools to make the invention, all that the employer gains is a shop right — a non-exclusive,
non-transferable, royalty-free license to use the employee's invention.13
There are several obvious situations in which the employer does
acquire the right to title, for example, if he assigns to an employee a
particular task — i.e., to solve a particular problem, or to design a
machine to perform a specific function.14 In these and like situations
the employer obtains title to the resultant inventions. Again, if the
employee is in fact the "alter ego" of the employing entity, then the
law may impose on the employee a fiduciary duty to assign title to the
inventions to the employing entity.15
The most troublesome area involves the inventions of employees
having supervisory or administrative duties, particularly over research
activities — e.g., employees like Freeman. Whether the inventions of
the titled "Research Director" are his or belong to his employer
depends on the nature of the employed's duties. It has been held that
a general supervisory employment, whether over research personnel,
or even broadly to improve the employer's products, does not confer
title in the supervisor's inventions in the employer.10 This is so even in
these situations where "it was his duty to use his skill and inventive
ability to further the interests of his employer by devising the improvements generally in the appliances and machinery used in the employer's
business."17 It is incumbent upon the employer to prove that the employee was an "idea man."18 Despite the formulation of various tests,
such as the straightforward one set forth in Bowers v. Woodman, 59
F.2d 797, 802 (D. Mass. 1932), that the employee's inventions were
his because:
'If he had never invented anything, he could not have been
charged with a failure in the performance of his duties as
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superintendent, or with a failure to fully earn his compensation,"

nonetheless, where the determination of title depends on such factual
inquiries, protracted and expensive litigation will often result.19 At the
least there is a lack of certainty about the ultimate title which can
inhibit the employer from investing in research.
The Existing Framework of Employment Contract Law
To avoid the evidentiary burdens of master-servant law, and,
undoubtedly, spurred by the courts' constant preface that those
burdens were due to the absence of an express agreement, employers
have resorted to the apparently more easily enforcible "employment
contract." The typical employment contract binds the employee to do
(or refrain from doing) a number of things, some of which may have
been implied obligations under master-servant law (e.g., not to disclose the employer's trade secrets, even after termination of employment20), and some of which apparently were not (e.g., not to compete
with the employer after termination of employment21). With regard to
inventions, the employment contract typically binds the employee to
assign all inventions relating to the employer's business to the employer, whether or not the employee is "hired to invent." Thus, although a general employment is not adequate under master-servant
law to confer on the employer title to the inventions of the employee,
it has nevertheless been held sufficient consideration to support the
employee's contractual promise to assign such inventions.22
On the surface, it appears that the employer with the employment
contract is in a much stronger position that he would have been under
master-servant law. The validity of the supposition is less clear when
the employer attempts to enforce the agreement. It is then that he may
discover, midst a maze of interpretive maxims, that the protection he
thought he had gained by use of his employment contract has been, if
not entirely eroded, at least significantly narrowed.
A comparison of the positions of the employed inventor under
master-servant law and under the employment contract indicates that
the employee appears to have lost something in the movement on the
part of employers to utilize the employment contract. But it may be
that the courts are seeking, by construction, to minimize this loss. In
the final analysis, the employer's obligations under the employment
•contract need not be greater than those without it — for example, he
need not guarantee the employee that employment will continue for
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some minimum period.23 There does not appear to be any additional
consideration accorded to the employee for agreeing that inventions
which would otherwise have been his, should, by virtue of the employment contract, be assigned without additional compensation to the
employer. Where a valid contract obtains, no matter how profitable the
invention might prove to be, if a reward is given to the employee, it
derives from the employer's largesse and not out of any legal obligation.24 Since courts have decided that a general employment is sufficient consideration to support an employment contract, where a
major invention has resulted, the question of whether the consideration
is in fact "adequate" is not an open issue.2"' Parenthetically, it should
be noted that the usual employment contract has consistently withstood attacks on its fairness and conscionability, as well as its
constitutionality.26
But the bare legal enforcibility of a contract is no guarantee that
it will be broadly construed. And, if the employer has seemingly
"gained" in changing from master-servant to contract principles, it
appears that his equity position has slipped considerably. Whereas in
master-servant law he could plead that he had paid for the work of his
employee's mind and was therefore entitled to own it, in contract law
he is seeking to enforce a contract devised and required by him as a
condition of employment. As such, all other things being equal, he
loses. The statement of the Court of Appeals in the present case is
typical:
"The interpretive evidence in favor of Bliss' definition of
'invention' would seem nonexistent. But even if we were to
say that there remained some doubt about the definition of
that term, we would resolve that doubt in favor of the party
who did not choose the wording of the agreement. Martson
v. American Employers Insurance Co.,
F.2d
(1st Cir., March 22, 1971); 3 Corbin, supra, §559, at 262.
This agreement was a standard form contract drawn up by
Rockwood and signed by Freeman shortly after being graduated from college. Rockwood drew up the contract and had
superior bargaining power."27
This interpretive maxim is so often echoed in decisions construing
employment contracts that perhaps it can fairly be considered a
"settled" principle of employment contract interpretation.28
A different approach to the same result was taken in the District
Court, requiring the employer to hurdle "public policy" considera-
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tions, in particular, "the broad public policy of encouraging inventors
to take financial risks for the betterment of society."29
Presumably, however, more precise or creative drafting of the
contract provisions might avoid application of these interpretive
burdens. In the subject case, both courts said as much, and even
offered suggestions as to the kind of contract provisions which might
have changed the result.
"Inventions Conceived"
The District Court suggested that an employment contract giving
the employer title to "all patentable ideas" or all "inventions conceived" might have enabled the employer to prevail.80 Whether this
would necessarily have been so is open to question.
Neither of the two decisions relied on by the District Court provide great encouragement to employers. Winton Research Corp. v.
Minnesota Mining & Mfg. Co.B1 contains, in the reported decision, no
explanation of the evidence relied upon by that court to determine
when the invention there at issue was "conceived." In New Jersey Zinc
Co. v. Singmaster,32 the employee had, in fact, prepared a written
disclosure of the invention dated six months before he terminated his
employment. That decision was distinguished on these exact grounds
in Smoley v. New Jersey Zinc Co.,3* decided several years later, the
court in the latter case specifically holding that the Singmaster decision
did not stand for the proposition that an agreement to assign "patentable ideas" would entitle the employer to an assignment even if only
the "idea" was conceived during the period of employment. In the
latter case, title to the idea was held to be in the employee.34
On the other hand, a recent decision of a lower Ohio state court,
Morgan Adhesives Co. v. Questel3", supports the usefulness of such
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contract langauge in a factual situation closely analogous to the subject
case. In Questel, the employed inventor had contractually agreed to
assign to his employer "all inventions made or conceived" by him in
the course of his employment. The inventor was the employer's Research Director, and, like Freeman, conceived the invention and contacted patent investors in the attempt to exploit it while he was still
employed. And, within two weeks after leaving his employer, the
inventor had formed a corporation. The Ohio court, in finding that
the invention rightfully belonged to the employer, relied heavily on
the circumstantial evidence surrounding his financing of the project86,
and took a rather different view of the equities.
"It is interesting to note that his very employment with the
plaintiff company as Research Director was to discover, if
possible, a new method of producing pressure sensitive
adhesives: the very process that he did, in fact, discover.
He had available to him for several years all of the financial
backing and equipment and processes of the plaintiff company in order to assist him in carrying out his employment
contract with that company. It would be grossly unfair to
suggest that once he had attained the successful goal to
which he had been assigned by the plaintiff that he could
thereupon leave the employment to the derogation of the
. investment that they had in his abilities and to directly and
almost immediately enter into a business in competition
with his former employer."37
There is in this language conspicuous deference to the equities of
master-servant law, that the inventions of one hired to invent are
fairly those of the employer, and that the employee should not, by an
artful interpretation of the employment contract, avoid those equitable
obligations.
However, despite the attitude of this Ohio court, it is not at all
certain that the Court of Appeals would accept either its evidentiary
or equity approaches. In point of fact, the language of the Court of
Appeals in the present case is far from assuring to the thesis that an
employer may contractually obtain title to his employee's undisclosed
ideas:
"Bliss argues that it would be sound policy to frustrate the
success of such bad faith. * * * * To rule as Bliss would
have us rule would require the court to attempt to read
inventors' minds in order to determine when the essential
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idea behind an invention was conceived. Such an interpretation is perhaps faciaily appealing in close cases such as
Lamson, where there was some evidence that the critical
ideas were conceived before termination of the contract, or
the instant case, where reduction of ideas to paper followed
quickly, but such an approach would also, in cases where
ideas were not reduced to practice for many years, involve
the courts in something close to retrospective telepathy." 38

"Trailer Clauses"
The Court of Appeals' advice was, in the subject case, accordingly, different. The court suggested that the employer should have
utilized a "trailer clause," binding the employee to assign inventions
made by him during some limited period following termination of his
employment, assuming that the inventions pertain to the employer's
business.39 Such clauses have been held enforcible,40 but are subject,
like the remainder of the employment contract, to very narrow interpretation, particularly, e.g., in defining what is the employer's relevant
line of business.41 Moreover, such clauses, particularly where of long
or indefinite duration, may run afoul of the anti-trust laws.42 Finally,
the "reasonableness" of such clauses, in time and in extent, will always
prove to be the regular issue when a controversy arises.43 And such an
issue, like "hired to invent", is a veiled invitation to litigation at least
when the economic stakes are sufficiently high.
In summary, it is obvious that both master-servant and contract
law render the employed inventor and his present or past employer
potential protagonists in title disputes rather than joint venturers in
innovative activities.
A New System
What neither master-servant nor contract law has been able to
accomplish, in the absence of the most precise express agreement, is
to separate title to the invention and the economic benefit derived
from it. With the exception of the limited "shop right" of masterservant law (which the employer gives up when he invokes the employment contract), and which is not of substantial economic benefit, the
law provides for no division between title and economic benefit. The
absence of divisibility clearly has not promoted satisfactory resolution
of title disputes. Is it time to consider a system which would treat
separately the issues of title and profit?
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Such a system should provide, minimally, that the employed inventor be adequately and specially compensated for those meritorious
inventions which improve his employer's business. In return, title to
the invention, and the sole and exclusive control over its exploitation,
would go to his employer.
To assure the adequacy of the compensation, a number of approaches are possible. A statutory formula might be devised (similar
to that presently obtaining in West German practice41) to take into account and weight appropriately various factors bearing on compensation. These factors might include the value of the invention to the
employer and the employee's contribution to that value. Perhaps, to
achieve greater flexibly, an administrative body might be established
to acquire the expertise necessary to settle compensation disputes.45
In ascertaining "title", certain presumptions might be provided
to facilitate the employer's proof of his right to title. Vesting in the
employer rights to the inventions of terminated employees, a burden
rendered less onerous on the employee by the guarantee of compensation therefor, could be facilitated by the existence of a statutory
right in the employer to all inventions conceived Or reduced to practice by the employee during some fixed, period following termination
of his employment and which relate to the employer's business. Not
only might the existence of compensation preclude a circumscribed
judicial interpretation of the scope of the relevant business, but in
addition, a statutory presumption that an invention was conceived or
reduced to practice within that fixed period if disclosed within some
longer, but still limited, period might be established and enforced.
In sum, while doubts as to the "adequacy" of compensation
would be resolved in favor of the employee, any doubts as to title
would be resolved in favor of the employer.
There has been introduced, in the present session of Congress, a
bill by Congressman Moss to "create a comprehensive federal system
for determining the ownership of and amount of compensation to be
paid for inventions and proposals for technical improvement made by
employed persons."40 It is not at all certain that this is an area which
should be the subject of federal legislation. Questions of title to inventions as well as those related to employee disputes have traditionally been tried in the state courts or regulated by state legislatures.
Whether the "Moss bill" even provides a proper conceptual framework within which to study proposals for changing the law of the
employed inventor is open to serious question. For example, the pro-
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posal, rather than imposing on the employee the obligation to assign to
the employer all those inventions which relate to the employer's
business, merely grants the employer an option, which he must exercise
within four months of the employee's disclosure,47 to acquire title to
the invention. In return for the exercise of this option, the employee
must be compensated "adequately." Unless the employer exercises
this option'(or demonstrates the need to keep it secret48), the employee
is free to do what he wishes with the invention.
The exercise of the option imposes on the employee a number
of obligations, which may evoke, in the present form of the bill, considerable controversy. For example, exercising his option obligates
the employer to apply for a patent within six months,49 and failure so
to act results in reversion of the invention to the employee. Only if
the employer determines that the invention must remain a trade secret
may he avoid filing a patent application. But, if he chooses such a course
of conduct, the employee must be specially compensated to an amount
in excess of that which he would have received had a patent been
applied for.60 The employer's freedom to control exploitation of the
invention is also limited by a provision that, if the employer abandons
a patent application before the employee has received his compensation, whatever rights remain in the invention revert to the employee.51
Finally, the bill does not appear to make provision for inventions
made by the employee after termination of his employment.
There is a strong possibility, if not a likelihood, that the more
controversial provisions of this bill will obscure the larger issues which
it ought to provoke study of. Since the bill has not yet been enacted
and there appears at the present no indication that swift enactment is
likely,82 it should not prevent or delay an investigation of the feasibility
and possible provisions of a new state legislative system for regulating
the rights and obligations of the employed inventor.63 It can be argued
that creative exercise of leadership by the Massachusetts legislature
might render Massachusetts a favorable location for productive sponsored research which this Commonwealth, in the light of present
economic realities, can scarcely afford to overlook.
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53 A n objection to state legislation is that it presents difficulty to the interstate
corporation, in that its inventor-employees in one state may have rights or obligations
differing substantially from employees in another state. However, the foment in
this area (exemplified by the publication of the first comprehensive treatise dealing
with this field — Neumeyer, The Employed Inventor in the United States ( T h e MIT
Press, 1 9 7 1 ) ) demands, minimally, a reevaluation of the present typical employment
contract with a view to considering whether providing, in it, special compensation
for meritorious inventions, wijl materially enchance the enforcibility of the contract,
and, in the long term, avoid the imposition of a legislated system.
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Disobeying a Father's Voice:
A Comment on Commonwealth v. Brasher
By SANFORD N. KATZ* and
WILLIAM A. SCHROEDER**
The Massachusetts Supreme Judicial Court recently sustained the
constitutionality of the Commonwealth's "stubborn child" laws against
claims that the statute violated due process, right of privacy and equal
protection provisions of the United States and Massachusetts Constitutions. In this comment the authors take issue with the Court's
opinion and suggest that the decision should be reversed by legislative
action at the earliest possible moment.

On June 7, 1971, the Supreme Judicial Court, in the case of
Commonwealth v. Brasher,1 upheld the constitutionality of the Massachusetts stubborn child law, a three hundred and twenty-five year old
•>iatute which has its origins in a 1646 enactment o' the Massachusetts
Hay Colony which provided that:
"If a man have a stubborn or rebellious son of sufficient
years of understanding, e.g., sixteen; which will not obey
the voice of his father or the voice of his mother, and that
when they have chastened him will not barken onto them,
then shall his father and mother, being his natural parents,
lay hold onto him and bring him to the magistrates assembled in court.. . Such a son shall be put to death."2
In practice, punishments less stringent than the death penalty
were generally employed and in 1654 the law was amended to substitute whipping as the statutory penalty. In substantially its 1654
form the statute has survived periodic statutory consolidations and
rearrangements and, more recently constitutional challenges and legislative attempts at repeal or amendment. In its present form the statute
provides that:

* A. B. (Boston University), J. D. (University of Chicago Law School), Professor of Law, Boston College Law School.
** A. B. (University of Illinois), I. D. (University of Illinois College of Law),
Associate, Crane, Inker & Oteri.
The authors gratefully acknowledge the support of The Grant Foundation for
the work on which this comment is based. They also wish to thank Mr. Lawrence R.
Sidman, a second year student at Boston College Law School, for his research efforts
and assistance in the preparation of this comment.
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Introduction

Introduction
The function of this monograph is to explain how the employee inventor
will benefit from the 'compensation code' contained in the new Patents Act,
and to illustrate the divergent conclusions which may be reached by different readings of that code, which is contained in sections 39 to 43. It is no
function of this work to give an account of the operation of domestic or
European patent law, nor to argue the issue of what the law should be.
Consequently the author will be concentrating the reader's attention upon
the specific words chosen by the legislature for the enactment of the new
law, and not upon the wider issues of social and economic policy or of
comparative law.
The 'compensation code' represents a legal crossroad: patent law here
intersects with industrial relations law and also with the principles of the law
of contract The author has presumed that the reader has no especial knowledge of each individual subject, but has provided reference points for those
who wish to travel further in any one of these directions.
Jeremy Phillips

Trinity College, Dublin 1978
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Chapter 1

The genesis of the employee
inventor's statutory rights
Prior to the last decade of the nineteenth century the interests of the employee
as patentee or inventor were scarcely threatened. While the Industrial Revolution had directed the focus of man's endeavour from field to factory, the
law still viewed the obligations of the contract of employment as those terms
laid down which best expressed the mutual aspirations of gentlemen bargaining one with another, each for their own advantage. Where one man was
'employed' by another, the word connoted not a relationship of an industrial
or employing concern with those regularly engaged in performing its profitmaking activities but, as often as not, the mere fact that the one party had
undertaken to perform a task for another. A man who was engaged simply
to do or perform an act required by an individual hirer would not be regarded
as owing his hirer any general obligation to further the latter's interests; it
was, after all, in pursuance of the 'employee's'.interest that he entered into
the contract of hire.
By the turn of the century the contract of employment was viewed in a
different light. It was noted that the hire of labour was a matter of increasing industrial importance at a time when the self-employed skilled craftsman
and the small business gave way to the large-scale employment of labour by
companies responsible only to their shareholders; and indeed the process of
legal evolution saw the development of rules which augmented the power
of the 'employer' by increasing the general spread of obligations which the
employee was to owe him. This process of evolution is well reflected in the
laws relating to the ownership of inventions; for, while formerly an invention
belonged only to its inventor, the employee inventor was regarded as a trustee
of any resulting patent which he then held for the employer's benefit if
(i) the employee made the invention in the course of his contractual duties
or (ii) the employee held a position of high responsibility in the employer's
concern. From this there developed the notion that it was a term implied in
every contract of employment that the inventive produce of an employee's
mind resulting from the fulfilment of his employment duties would belong
to the employer. Around the 1920's there developed also the practice of
inserting into the contract of employment an express provision to the effect
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that the employer had the right to use, or indeed to require the assignment
of, any invention made by the employee whether in the course of his employment or otherwise.
This legal evolution took place with the very proper expectation that
it would protect the employer (or shareholder) against the employee who
abused his position with the employer by making inventions by the use
of knowledge entrusted to him by virtue of his position of employee, or
who was employed to invent a particular device, did so, and then tried
to establish an independent business for the purpose of exploiting his invention; and doubtless in many cases the employer who required the 'preassignment' of his employee's patent rights felt that he was only helping
himself to that which was his own by right. However, the effect of the shift
in legal perspective was, in general, to deprive inventors of the expectation
of any reward or compensation in respect of their inventions. The rigour of
this deprivation was fortunately mitigated in many cases by the fact that an
employee inventor so deprived of his patent rights would receive an ex
gratia payment of a reward in return, and many employees knew that their
'reward' for invention would be promotion or further responsibilities within
the employer's increasingly corporate' structure; but there were also employees who were disgruntled at the treatment they had received, or at the
fact that there was no machinery whereby their rightful recompense could be
compelled.
At the end of the second world war there arose a widespread feeling
that the inventor's lot should be improved. By 1949 the Royal Commission
on Awards to Inventors had completed its task of bestowing in the tangible
form of monetary awards the gratitude of a nation victorious in war upon
the inventors whose creative endeavours had secured its continued existence;
and these awards were received by those employed to invent as well as those
who were not. And the Swan Committee on patent law reform reported in
1947 that the employee inventor should be granted the opportunity to secure
a just and equitable proportion of the benefit secured by his employer from
the use of the patent The Swan Committee's proposals were accepted by the
government of the day, and were incorporated into the Patents Act 1949
section 56.
It so often happens that the intention of Parliament is not reflected by
the expressions which it chooses in drafting statutes, and section 56 of the
Patents Act 1949 turned out to be indeed an unwanted child of verbal
infelicity. On the very first occasion on which that provision was litigated,
in the famous case of Sterling Engineering Co Ltd v Patchett. the House of
Lords pointed out that while it had widely been assumed that a right was
given to all inventors to secure from their employers a share of the patent
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profits, the words of the Act said otherwise: the employee was entitled to
secure compensation if it were just and equitable for him to do so, only if
he had a legal interest in the benefit of the patent. This is a circumstance
which rarely occurs, though it did happen in 1905 in the case of Pashley v
Linotype Ltd where it was found as a fact that both employer and employee
intended (under the contract of employment) to share the benefit of the
patent but had not indicated how the benefit was to be shared.
In 1965 a bill was introduced in the Lords which was calculated to
restore the law to the position which, before Sterling Engineering Co Ltd v
Patchett, section 56 was presumed have held. This attempt, the Patents
(Employees Inventions) Bill, was ill-conceived and badly-drafted, received
little support within Parliament or outside it, and was dropped.
The movement which culminated in the 'compensation code' of the
1977 Act can be traced back to 1968 when the Banks Committee was appointed to examine the patent system. The Trades Union Congress and the
Institute of Patentees submitted that the then-current law was unfair to
employee inventors because it deprived them of their property rights in
patents without providing them with any corresponding right of compensation, and it was suggested that inventors would be more greatly encouraged
if a statutory award scheme were set up in the United Kingdom as it had
been in West Germany. This submission was successful to the extent that
the Banks Committee Report (1970) proposed the rendering unenforceable
of any contract whereby employers sought rights in patents yet unmade and
which would not be theirs under the common law; but the award scheme
suggestion was rejected on the ground that there was no evidence (i) that
employees were unfairly treated in practice, or (ii) that a statutory award
scheme would in fact have an encouraging effect upon employee inventors.
The government White Paper 'Patent Law Reform', published in 1975,
accepted the Banks proposal to render unenforceable the contractual preassignment of employees' inventions, but left open the question of a statutory right to compensation; after all, it seemed, if the Banks Report had
rejected the proposal on the ground that there was no evidence to support
it, would it not be most sensible to allow further submissions of evidence as
to the unfair treatment of employee inventors and the beneficial effects of a
statutory award scheme? In response to this challenge the Institute of Patentees and Inventors presented a paper which documented a number of
cases in which employee inventors had been poorly treated and argued, with
the support again of the Trades Union Congress, that these instances could be
remedied by the implementation of a statutory code providing for the protection and compensation of employee inventors. The Standing Advisory
Committee of the Patent Office considered these representations and weighed

2126
3

The Genesis of the Employee Inventor's Statutory Rights

them against the arguments of many industrial and commercial bodies that
the law should not materially be changed. It seemed that government policy
was to press for a statutory scheme, because the Standing Advisory Committee eventually produced a model for one, notwithstanding the scepticism
or opposition of some of its members; and eventually a compromised scheme,
agreed by the moderates on both sides, was put before Parliament and received
the royal assent on 29 July 1977. Like most comprpmises, the statutory"
scheme embodied in the Patents Act failed adequately to satisfy either side;
the employee-inventor lobby claimed that the scheme was too narrow and
limiting in its effect while the industrial lobby regarded it as a further legislative interference with the principles of freedom of contract and as another
headache for the employer already weighed down with statutory, responsibilities.
"•
The scheme finally adopted bears interesting comparison with that of
West Germany (the most widely-publicised scheme currently in operation).
While the German scheme utilises an entire state-run bureaucracy in the
administration of inventors' awards, and provides detailed mathematical
formulae for the calculation of compensation, the United Kingdom scheme
is to be operated through the ordinary courts and through the pre-existent
jurisdiction of the Comptroller-General of Patents, and only the most general
principles of assessment of compensatory awards are adverted to. Ideally the
employee and his employer are to get together and agree between themselves
as to that sum which most fairly represents the adequate compensation of
the inventor, turning to the courts only if they cannot agree. In reality there
may be a strong temptation to litigate on the part of the employee, it being
almost axiomatic that inventors value their work at a higher price than do
those who use those inventions. The West German scheme, on the other hand,
is well-used because it promises the employee an automatic right to compensation for the use of an invention by his employee; ip the United Kingdom
the employee's right to lodge the initial claim is so set about with qualifications and variable factors tnat it is probable that there will be more litigation dealing_w' th th» ftflflHemerrt to claim an award than with Its assessment.
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Chapter 2

The Patents Act 1977:
Section 39
Text
39(1) Notwithstanding anything in any rule of law, an invention made by an
employee shall, as between him and his employer, be taken to belong to his
employer for the purposes of this Act and all other purposes if —
(a) it was made in the course of the normal duties of the employee or in the
course of duties falling outside his normal duties, but specifically assigned
to him, and the circumstances in either case were such that an invention
might reasonably be expected to result from the carrying out of his duties;
or
(b) the invention was made in the course of the duties of the employee and,
at the time of making the invention, because of the nature of his duties and
the particular responsibilities arising from the nature of his duties he had a
special obligation to further the interests of the employer's undertaking.
12) Any other invention made by an employee shall, as between him and his
employer, be taken for those purposes to belong to the employee.
Commentary
Section 39 replaces the common law and equitable tests of the ownership
of inventions described in Chapter 7. The new statutory test is more easily
susceptible of application than the old case law and, while there is a substantial area of overlap between the application of the two tests, the new
statutory test is likely to produce results more favourable to the employee
in 'borderline' cases. Section 39(1) (a) replaces the test for ownership where
the inventor is an ordinary employee, while section 39(1) (b) operates where
the employee occupies a special position of responsibility towards the employer, as where he is a managing director or a consultant.
Under section 39(1) (a) an invention will belong to the employer
where the employee has made it in the course of his normal duties, or in the
course of duties specifically assigned to him, and in either case an invention
might reasonably be expected to result from the performance of the employ-

45-025 O - 85 - 15

2128
10

The Patents Act 1977: Section 39

ment duties. It is no longer necessary to refer to factors such as the use of
the employer's time or facilities, the employee's status within the employer's
undertaking, or the existence of professional skills or qualifications on the
part of the employee in order to ascertain the right of ownership of the
invention as between the two parties. Note that the invention must be 'reasonably . . . expected to result' from the carrying out of the employee's duties:
the test, it seems, is an objective one. In litigation the employer will claim
that he expected an invention to result, while the employee will claim the
opposite. In reality the question can be resolved in one of two ways: (a) by
looking forward from the time that the duties were laid upon the employee,
and determining whether, at that time, the invention was foreseeable as
likely to result, or (b) by working back from the time that the invention
was made, asking the question, 'Is this invention a reasonable and expectable
consequence of the employment duty having been performed?' Test (a), it is
submitted, is to be preferred as conforming more closely to the spirit of the
legislation, since the word 'expected' is a forward-looking verb.
Under section 39(1) (b) an invention will belong to the employer
where the employee has made it in the course of his duties, if when the
invention is made the nature of his responsibilities indicates that he is under
a special obligation to further the interests of the employer's undertaking.
Thus where a person makes an invention, if he occupies so responsible a
position as to be the employer's alter ego, or if he acts as a consultant for his
employer, the invention will belong to the employer. This sub-section is
intended to put into statutory form the tests laid down in the Worthington
Pumping Co and British Syphon cases, but it is arguable that by the inclusion
of the words 'the invention was made in the course of the duties of the
employee' the legislature has in fact failed to accomplish this. In both of
those cases the employee was not clearly under any duty which involved
having to invent the thing invented, but was deemed to hold his invention
in trust for his employer on the strength of his special responsibilities alone.
The result of giving a full meaning to the words above quoted would be that
there would be a further increase in the rights of the employee inventor under
the new A c t
Section 39(2) simply states the general rule that, in the absence of the
operation of section 39(1), an invention is regarded as belonging to the
employee. Note that this section does not give the employee any rights
against third parties (eg fellow employees) with ownership claims.
Words and phrases
'anything in any rule of law': ie the law as described in Chapter 7;
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Invention': the Patents Act 1977 contains no definition of this word. Section
1(1) of the Act describes the criteria for patentability of an invention, but
since section 39 does not limit its scope to the ownership of patentable inventions only it can be suggested that it is intended to govern the ownership
of all inventions, whether patentable or not.
'employee': defined in section 130(1) as 'a person who works or (where the
employment has ceased) worked under a contract of employment or in
employment under or for the purposes of a government department'; This is
the latest in a bewilderingly long line of statutory definitions of 'employee'
each, it seems, being marginally different from the other. This definition does
not include those employed under contracts of apprenticeship, which means
that that category of persons so employed is deprived of the protection of the
Act, and that the Patents Act is in this respect different from the Copyright
Act 1956 section 4. It should also be noted that the definition does not
include independent contractors.
'employer': defined in section 130(1) as 'in relation to an employee,... the
person by whom the employee is or was employed'.
in the course of. . . duties: this is presumably narrower than the term "in
the course of employment' which, after Be/off v Pressdram Ltd, would seem
capable of interpretation as meaning 'during the duration of the employment'. It is hoped that in interpreting this phrase the courts will not make
undue reference to those cases which deal with the vicarious liability of
employers for their servants' torts, for in those instances the courts have
sought what is considered to be a desirable social end by construing- the
phrase 'course of employment' as widely as possible.
normal: if the phrase 'normal working hours' is construed in another industrial relations context as excluding overtime even when it is obligatory
(Pearson v Jones), there is a case for construing 'normal duties' in a similarly
restrictive manner.
specifically assigned: as perhaps in British Reinforced Concrete Ltd v Lind,
where an employee with general draughtsman-type dutjes was set to work in
solving particular mining problems.
particular responsibilities . .. to further the interests . . . of the employer's
undertaking: in past cases (Hivac v Park Royal and British Syphon Co v
Homewood) courts had articulated a vague but all-pervading duty on the
part of employees, the 'duty of fidelity', which was basically a general duty
to further the employer's interests and not to do anything which might be
to his detriment. In the sense conveyed by this duty, all employees have a
responsibility to further their employer's interests; but such responsibilities
are not 'particular'.
undertaking: defined in the Local Employment Act 1972 section 21(1) as
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'any trade or business, or other activity providing employment'. Taken thus,
the employee's obligation would have to be one of benefiting not the employer's interests in general but, presumably, benefiting the place of employment or business through which the employee is attached to the employer.
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Chapter 3

The Patents Act 1977:
Section 40
Text
40(1) Where it appears to the court or the comptroller on an application
made by an employee within the prescribed period that the employee has
made an invention belonging to the employer for which a patent has been
granted, that the patent is (having regard among other things to the size and
nature of the employer's undertaking) of outstanding benefit to the employer
and that by reason of those facts it is just that the employee should be
awarded compensation to be paid by the employer, the court or the comptroller may award him such compensation of an amount determined under
section 41 below.
(2) Where it appears to the court or the comptroller on an application made
by an employee within the prescribed period that —
(a) a patent has been granted for an invention made by and belonging to the
employee;
(b) his rights in the invention, or in any patent or application for a patent for
the invention, have since the appointed day been assigned to the employer or
an exclusive licence under the patent or application has since the appointed
day been granted to die employer;
(c) the benefit derived by the employee from the contract of assignment,
assignation or grant or any ancillary contract ('the relevant contract') is
inadequate in relation to the benefit derived by the employee from the
patent; and
(d) by reason of those facts it is just that the employee should be awarded
compensation to be paid by the employer in addition to the benefit derived
from the relevant contract'
the court or thecomptroller may award him such compensation of an amount
determined under section 41 below.
(3) Subsections (1) and (2) above shall not apply to the invention of
an employee where a relevant collective agreement provides for the payment
of compensation in respect of inventions of the same description as that
invention to employees of the same description as that employee.
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(4) Subsection (2) above shall have effect notwithstanding anything
in the relevant contract or any agreement applicable to the invention (other
than any such collective agreement).
(5) If it appears to the comptroller on an application under this section
that the application involves matters which would more properly be determined by the court, he may decline to deal with it
(6) In this section —
'the prescribed period', in relation to proceedings before the court, means
the period prescribed by rules of court, and
'relevant collective agreement' means a collective agreement within the meaning of the Trade Union and Labour Relations Act 1974, made by or on behalf
of a trade union to which the employee belongs, and by the employer or an
employers' association to which the employer belongs which is in force at the
time of the making of the invention.
(7) References in this section to an invention belonging to an employer
or employee are references to it so belonging as between the employer and
the employee.
Commentary
Section 40 enables the employee inventor for the first time to claim compensation from his employer for the use of his inventions by the employer. This
new claim is exercisable whether or not the employee has received any compensation prior to his claim, although the amount which the employee will
receive depends in each case upon a number of variable factors, of which
compensation received is one. The employee may obtain compensation
whether the invention belongs to himself under section 39(1) or whether
it belongs to his employer; the only circumstance which positively bars
the recovery of compensation is where the making of inventions of the same
description as that invented, by employees of the same description as the
employee, is governed by a collective agreement providing for the inventor's
reward. It is perhaps surprising that an agreement between the employer and
a trade union, to which the employee is not party, can bar the employee's
claim for compensation, whereas nothing in the employee's contract of
employment, or in any contract in which he passes his rights to his employer, can prevent him from obtaining his reward, (see section 40(4) and
section 42(1)).
It is open to the employee to apply for his compensation either to the
relevant court or to the comptroller. The comptroller may decline to deal
with the application if it appears to him that it concerns matters which
would more properly be determined by the court Thus if, by way of oppos-
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ing an employee's claim, an employer argued that the patent was in fact
invalid, the comptroller might feel that the case was one in which he should
exercise his power under section 72(7)(b) to have the question of validity
heard by the court; he cannot be forced to make a decision on the merits
of the employee's claim, and then pass the issue of validity on to the court,
since, section 40(5) empowers him to dispose of the employee's claim in its
entirety to the higher tribunal.
The employee's entitlement to an award is greater if the invention
belongs to him than where it is his employer's. If the invention is his own,
he must show under section 40(2) that (i) the invention has been patented,
(ii) his patent rights have been assigned or exclusively licensed to his employer, (iii) his benefit arising out of the assignment is inadequate compared
with the employer's, and (iv) by reason of the three prior requirements it is
just that he should receive additional compensation. Rather more rigorous
strictures are placed upon the application of the employee whose invention
belongs to his employer, for he must show under section 40(1) that (i) the
invention has been patented, (ii) that the patent is of outstanding benefit
to the employer, and (iii) by reason of the two prior factors it is just that he
should be paid compensation. It seems to be a fact of commercial life that
a few patents, taken alone and not in their industrial context, are of
outstanding benefit to the inventor's employer, which would indicate that
claims under section 40(1) may not be made with any great frequency or
success. The section does give some guidance as to the assessment of 'outstanding benefit', by stating that it is referable to, among other things, the
size and nature of the employer's undertaking; unfortunately the section does
not indicate how the size and nature of the employer's undertaking affects
the assessment of 'outstanding benefit', as the following illustration shows:
inventor A is employed by company B, a small firm with an annual turnover
of about £100,000. A's invention is worth another £50,000 per annum to B
in increased turnover. Inventor Y works for multinational company Z with an
annual turnover of £100 millions; and his invention generates a further
turnover of £200,000 per annum for Z. Taken absolutely, Y's invention has
added four times as much money to Z's turnover as A's has to B's, but if
one takes the size of the employer into account, Y's invention has added
only 0.2 per cent to Z's turnover, which is a drop in a bucket, compared
with the 50 per cent increase achieved by A. It seems anomalous that A
should be entitled to an award if Y is not, epsecially if one considers that,
had Y worked for the small company B and A for the larger Z, Y's invention
— being an 'outstanding benefit' to B — would entitle him to a reward while
A's invention for Z would not. It is further anomalous that, had A's invention
and Y's been both worth £100,000 per annum in extra turnover, section
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40(1) would operate to insure that because the size and nature of their
employers' undertakings were different, their awards would be different
also.
Words and phrases
court: defined by section 130(1) as '(a) as respects England and Wales, the
High Court; (b) as respects Scotland, the Court of Session; (c) as respects
Northern Ireland, the High Court in Northern Ireland'.
'comptroller': defined by section 130(1) as 'the Comptroller-General of
Patents, Designs and Trade Marks'. Section 41(1) replaces his jurisdiction
under the Patents Act 1949 section 56, which has not been repealed (see
Patents Act 1977 schedule 1 section 1(2)).
employee: see page 11.
prescribed period: defined in section 40(6) above.
invention: see page 11
employer: see page 11
patent: under section 130(1) 'patent' means 'a patent under this Act'; but
section 43(4) indicates that, for the purposes of this and the next two sections, 'patent' refers to any patent or other form of protection (eg the German gebrauchsmuster, or petty patent) under the laws of the United Kingdom or elsewhere.
nature: this perhaps includes 'purpose' {per Dr Lushington in The Westmoreland).
undertaking: see page 11
outstanding: it is clear from the context that it must be the benefit, and not
the invention, which is outstanding.
benefit: defined by section 43(7) as 'benefit in money or money's worth'.
Does this include the 'benefit' to an employer who takes an employee's
patent but does not develop or work it, relying instead upon the fact that he
controls a market in which his position is unassailable because his rivals do
not possess his patent? 'Benefit', in any event, will be construed more widely
than 'income from patents' as defined by the Income and Corporation Taxes
Act 1970 section 388( 1).
to be paid for by the employer: the burden of compensating the employee
rests with the employer, notwithstanding the fact that others may also use
and derive benefit from the patent.
appointed day: 1 June 1978.
exclusive licence: defined by section 130(1) as 'a licence from the proprietor
of or applicant for a patent conferring on the licensee, or on him and persons
authorised by him, to the exclusion of all other persons (including the pro-
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prietor or applicant), any right in respect of the invention to which the patent
or application relates
derived: per Gresson J in the New Zealand case of Inland Revenue Commissioner v N V Philips Gloeilamoen-Fabriken, 'derived' should not be read as
'received'; T h e word."derived" means more than "received"; it connotes the
source or origin, rather than the fund or place, from which the fund was
taken. It means flowing, springing, emanating from, or . . . arising from or
accruing'.
contract of assignment: the inclusion of the words 'contract o f where the
statute might equally have talked of 'benefit derived from the assignment'
indicates that this subsection is concerned with the benefits which the terms
of the contract of assignment confer upon the employee. Were he, as a consequence of his invention being assigned to the employer, promoted to a
position of greater responsibility within the employer's undertaking, this
would be a benefit which flowed from the fact of assignment but not from
the contract of assignment.
assignation: the Scottish term for 'assignment'.
'ancillary': for example the employee may have made the invention while
employed by undertaking A but during secondment to undertaking B; if the
invention is assigned to A, who licenses its exploitation by B, and B is directed by A to negotiate the employee's remuneration in excess of the salary he
receives, any contract between the inventor and B will be 'ancillary' to the
contract of assignment itself.
relevant collective agreement: defined by section 40(6) above.
inventions of the same description: the word 'description' in the Restrictive
Practices Act 1956 section 6(1)(2) has been held to mean kind (re British
Waste Paper Association's Agreement). It is not easy to predict the degree of
precision with which a collective agreement will be required to 'describe'
inventions for the purpose of this section. If, for example, a collective bargain
provides that only a small sum may be paid by way of compensation for an
invention 'which leads to shop-floor redundancies or the reduction of overtime', will any invention falling within this category be regarded as being of
the same description, or will the courts require something more precise in the
way of 'content-description', for example 'inventions involving the application of electronic principles to storage and retrieval? Currently this is not a
pressing problem, because so few trade unions take any interest in the ownership or reward of intellectual property, either at branch or at national level.
employees of the same description: a strict regard for the wording of section
40(6) leads one to conclude that both the employee concerned in the claim
and those to whom the collective agreement applies must be members of the
trade union with which the employer has concluded the agreement; but the
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further requirement that the employee be 'of the same description' as the
employees described in that agreement is not dear. In R v Tugwell the
word 'description' in relation to a person was interpreted as 'that which tells
what he is'; but in another case involving bills of sale, Sims v Trollope &
Sons, the court felt that the 'description' of a witness meant no more than his
profession, trade, occupation or style. Perhaps the context of the new Act
requires that a man's 'description' be an account, of his normal employment duties or of duties to which he is specially assigned, which would tie
the requirement closely to the meaning of section 39(1).
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Chapter 4

The Patents Act 1977:
Section 41
Text
41(11 An award of compensation to an employee under section 40(1) or (2)
above in relation to a patent for an invention shall be such as will secure for
the employee a fair share (having regard to all the circumstances) of the benefit which the employer has derived, or may reasonably be expected to derive,
from the patent or from the assignment, assignation or grant to a person
connected with the employer of the property or anyrightin the invention or
the property in, or any right in or under, an application for that patent.
(2) For the purposes of subsection (1) above the amount of any benefit
derived or expected to be derived by an employee from the assignment,
assignation or grant of —
(a) the property in, or any right in or under, a patent for the invention or an
application for such a patent; or
(b) the property or any right in the invention;
to a person connected with him shall be taken to be the amount which could
reasonably be expected to be so derived by the employer if that person had
not been connected with him.
(3) Where the Crown or a Research Council in its capacity as employer
assigns or grants the property in, or any right in or under, an invention,
patent or application for a patent to a body having among its functions that
of developing or exploiting inventions resulting from public research and does
so for no consideration or only a nominal consideration, any benefit derived
from the invention, patent or application by that body shall be treated for
the purposes of the foregoing provisions of this section as so derived by the
Crown or, as the case may be. Research Council.
In this subsection 'Research Council' means a body which is a Research
Council for the purposes of the Science and Technology Act 1965.
(4) In determining the fair share of the benefit to be secured for an
employee in respect of a patent for an invention which has always belonged
to an employer, the court or the comptroller shall, among other things, take
the following matters into account, that is to say —
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(a) the nature of the employee's duties, his remuneration and the other
advantages he derives or has derived from his employment or has derived in
relation to the invention under this Act;
(b) the effort and skill which the employee has devoted to making the invention;
(c) the effort and skill which any other person has devoted to making the invention jointly with the employee concerned, and the advice and other
assistance contributed by any other employee who is not a joint inventor
of the invention; and
(d) the contribution made by the employer to the making, developing and
working of the invention by the provision of advice, facilities and other assistance, by the provision of opportunities and by his managerial and commercial skill and activities.
(5) In determining the fair share of the benefit to be secured for an
employee in respect of a patent for an invention which originally belonged
to him, the court or the comptroller shall, among other things, take the
following matters into account, that is to say —
(a) any conditions in a licence or licences granted under this Act or otherwise in respect of the invention or the patent;
(b) the extent to which the invention was made jointly by the employee with
any other person; and
(c) the contribution made by the employer to the making, developing and
working of the invention as mentioned in subsection (4)(d) above.
(6) Any order for the payment of compensation under section 40 above
may be an order for the payment of a lump sum or for periodical payment,
or both.
(7) Without prejudice to section 32 of the Interpretation Act 1889
(which provides that a statutory power may in general be exercised from time
to time), the refusal of the court or the comptroller to make any such order
on an application made by an employee under section 40 above shall not
prevent a further application being made under that section by him or any
successor in title of his.
(8) Where the court or the comptroller has made any such order, the
court or he may on the application of either the employer or the employee
vary or discharge it or suspend any provision of the order arid revive any
provision so suspended, and section 40(5) above shall apply to the application as it applies to an application under that section.
(9) In England and Wales any sums awarded by the comptroller under
section 40 above shall, if a county court so orders, be recoverable by execution issued from the county court or otherwise as if they were payable under
an order of that court
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(10) In Scotland an order made under section 40 above by the comptroller for the payment of any sums may be enforced In like manner as a
recorded decree arbitral.
(11) In Northern Ireland an order made under section 40 above by the
comptroller for the payment of any sums may be enforced as if it were a
money judgment
Commentary
Once the criteria for receiving an award have been established under section
40, it is section 41 which sets down the means of determining the size of that
award. Section 41(1) outlines the general compensatory principle, that any
award received by the employee inventor should represent a fair share of the
benefit which the employer has derived or may reasonably expect to derive
from the patent It is laid down that the employer's 'benefit' is to include not
solely the advantage which accrues to him through utilising the patent, but
also the benefit derived through granting patentrightsto third parties.
It may be noticed that the word 'or' appears seven times in section
41(1), and it is not entirely clear what sense the section is trying to convey.
Thus the words 'to a person connected with the employer' might be construed as applying to the preceding word 'grant' alone, or they may be taken
with 'assignment assignation or grant'. The sense is different in each case,
although there is no conflict between the two interpretations if the benefit
derived by an employer who assigns the patent to someone other than a
'person connected' is a benefit derived 'from the patent'.
Section 41(2) protects the employee inventor from loss of an anticipated award where the employer transfers his patent rights to a 'person connected' — usually a company under the same control as the employer's —
for a nominal or insubstantial sum. The employer is not entitled to rely upon
the fact that he personally has received no benefit from the invention, because the court or comptroller is entitled to look beyond the actual consideration for the assignment and may substitute for it a sum which the employer could have expected to receive had he sold the patent in the open market Presumably this would be the sum that a willing purchaser would pay a
willing vendor, though the Act is silent
Where the employee works for the Crown or for a Research Council
he would be put at a disadvantage as against his brethren in competitive or
profit-making firms, because those two employers are often more concerned
that an invention be utilised than that they receive anything other than
nominal consideration for it; but section 41(3) seeks to redress this disadvantage. Where Crown or Research Council allows a third party to utilise any
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patent under an. invention made by an employee, the benefit of that third
party is treated as the benefit received by the employer.
How does the court or comptroller know what a 'fair share' of the
employer's benefit actually is? Guidelines are provided under section 41(4)
for inventions belonging ab initio to the employer, and under section 41(5)
for those inventions which belonged originally to the employee, but which
he has assigned to.his employer.
Where the invention belongs originally to the employer, the factors
which are to be taken into consideration are (i) the nature of the employee's
duties and the benefits he has already derived from his employment or from
the invention itself, (ii) the effort and skill which the employee put into the
making of the invention, (iii) the inventive contributions of others and the
non-inventive contributions of fellow-employees, and (iv) the employer's
contribution to the development and working of the invention. The nature
of the employee's duties is taken into account because the more distant is
the invention from those duties, the more meritorious is the inventor's activity; and benefits already received are considered because, firstly, the employee may have been paid a high salary in the expectation of his invention
or may already have received tangible benefit from the invention and, secondly, because the employee is entitled to make further claims under the Act
in respect of an invention which the court or comptroller has already dealt
with under these provisions, and in the case of such further claims the tribunal concerned would be obliged to look again at any benefits which it had
previously conferred. Effort and skill on the part of an employee are to be
considered, though it is not perhaps obvious why; the commercial value of
an invention is the same notwithstanding the amount of effort or skill put
into it, and while few could argue that the dedicated employee who spares
no effort in making an invention does not deserve an award it may be wondered whether a section purporting to give an employee a fair share in the
employer's benefits is the most appropriate place for i t The inventive contributions of others are taken into account because the employer's benefit
remains constant whether the invention was made by one man or ten, and the
employer may indeed have to face claims from other parties in respect of the
same one invention; and the employer's own contribution is taken into account on the ground that such contribution, though not a sine qua non of
the invention itself, may indeed have been the feature which turned a bare
patentable idea into a commercially viable proposition for exploitation.
Where the invention, belonging originally to the inventor, is assigned
to the employer the following factors are taken into account: (i) the terms
of any licence of the patent concerned, (ii) the inventive contribution of any
third parties, and (iii) the employer's contribution to the development or
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working of the invention. It is surprising that the court or comptroller are not
expressly told to add to these considerate the benefits actually received by
the employee.
In both section 41(4) and 41(5) it should be noted that the lists of
factors to be considered is not intended to be a complete one. This gives the
tribunal concerned a wide scope in deciding what it will consider as relevant
to the determination of the employee's 'fair share'. Further discretion is given
to the court or comptroller in that they may award payment to the successful claimant either by way of a lump sum, or through periodical payments.
Moreover, on the application of either party any order can be varied, suspended or discharged in the light of further consideration as to the question
of the employee's entitlement to compensation. This may produce the unfortunate effect of forcing employees to pay back under a second order
money which they have already spent after the first order was made.
Orders for the payment of money can be recovered through a county
court in England and Wales, and by the equivalent courts in Scotland and
Northern Ireland.
Words and phrases •
employee: see page 11
patent: see page 16
benefit: see page 16
assignation: see page 17
derive: see page 17

•

•

person connected: section 43(8) refers the reader to the Income and Corporation Taxes Act 1970 section 533 for a definition of the phrase. Section
533 of that Act regards as connected persons (i) spouses, relatives, relatives'
spouses and the spouses of one's spouse's relatives, (ii) trustees of a settlement in relation to beneficiaries or to persons connected with beneficiaries,
(iii) partners and their spouses, (iv) companies controlled by the same person, or related by various different permutations of connected persons.
employer: see page 11
right: defined under section 130(1) in relation to any patent or application
as including 'an interest in the patent or application and, without prejudice
to the foregoing, any reference to a right in a patent includes a reference to a
share in the patent'.
Crown: while this section refers to the Crown in its capacity as an employer,
section 42(4) deals with the term 'Crown employee', which it defines for the
purposes of that section alone. It is submitted that there is no reason why
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the Crown as an employer in this section cannot simply be construed as the
employer of a Crown employee under section 42(4).
Research Council: any body which is a Research Council for the purposes
of the Science and Technology Act 1965 — principally the Science Research
Council and the Medical Research Council.
nominal consideration: in the light of "no consideration" which precedes it,
nominal consideration will be regarded presumably in its literal sense, and will
not include consideration which, while not reflecting the true commercial
value of the invention, is of some substance or value.
remuneration: not, defined under the Patents Act of 1949 or 1977 but the
subject of frequent definition in the sphere of industrial relations. Blackburn
J in R v Postmaster-General regarded it as being a wider concept than that of
'salary', being more in the nature of a quid pro quo. 'Whatever consideration
a person gets for giving his services, seems to me a 'remuneration' for them'.
The Contracts of Employment Act of 1972 includes as remuneration all that
is quantifiable in money terms and which is paid to the employee for his
work, including expenses he receives in connection with the use of his own
car {S & V Stores'v Lee, and see the Air Corporations Act 1967 section 33).
There is a long definition in the Local Government Superannuation Act
1937, section 40, which likewise suggests that remuneration is a far wider
concept than that of salary, as does section 7 of the Remuneration, Charges
and Grants Act 1975 whereby remuneration includes 'any benefit, facility
or advantage, whether in money or otherwise, provided by the employer or
by some other person under arrangements with the employer . . . by reason
of the fact that the employer employs h i m . . . ' .
in relation to: wider, presumably, than the simple word 'from'.
effort and skill: 'skill' embraces 'care', but is not synonymous with it (McCrone v Riding).
jointly: co-ownership of inventions and patent is dealt with under section 36
of the new A c t
advice and other assistance: there is no indication as to whether such advice
and assistance need be solicited by the employee inventor. Presumably the
tribunal, in assessing the quantum of compensation, will be encouraged to
give more weight to advice and assistance which the inventor actively seeks,
and which can thus be construed as being part of the cause of the invention,
and would give less weight to thai, advice which the employee does not
ask for and which he could have derived from another source.
developing: does this mean 'developing an embryonic idea into an invention'
or 'developing an invention into a commercially viable proposition'? Since
the word is preceded by 'making', it can be argued that the section refers to
the development of the invention once it has already been made, yet develop-
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. ment at the 'pre-invention' stage would only be considered by the court or
comptroller if (i) 'development' here were not so narrowly construed, or if
(ii) 'making' an invention includes pre-invention development, or if (Hi) such
development is considered under section 41(4)(c).
working: if this means the commercial exploitation of the invention by manufacturing it if it is a product, or by using it if it is a process, then this is likely
to be a 'contribution' made wholly by the employer.
opportunities: in R v Shurmer (a case dealing with the Criminal Law Amendment Act 1867 section 6) the word 'opportunity' was held to refer both to
opportunities of which the accused availed himself and to those of which
he did not. However, the context of this section suggests a narrower interpretation here; opportunities not taken up can scarcely be regarded as part of
the 'contribution made by the employer to the making, developing and
working' of an invention.
licence: cf 'exclusive licence' see page 16
granted under this Act: licences may be granted under the Patents Act 1977
where (i) the proprietor of a patent has it registered as a 'licence of right'
under section 46, or (ii) a compulsory licence is granted under section 48;
the power of the Crown to perform certain infringing acts under sections 55
and 59 is in one sense a 'licence', and is granted under the 1977 Act, so that
power too might be included within the scope of section 41(5)(a). Indeed,
since under the Act both the proprietor of the patent and any licensee may
claim compensation from the Crown for its use of the invention, it would
seem to be only reasonable that such compensation, being part of the benefit
received by the party entitled to work the patent, should be susceptible of
assessment when the employee's 'fair share' of the employer's benefit is
calculated.
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Chaper 5

The Patents Act 1977:
Section 42
Text
42(1) This section applies to any contract (whenever made) relating to
inventions made by an employee, being a contract entered into by him —
(a) with the employer (alone or with another); or
(b) with some other person at the request of the employer or in pursuance
o f the employee's con tract of employ men t.
(2) Any term in a contract to which this section applies which diminishes the employee's rights in inventions of any description made by him
after the appointed day and the date of the contract, or in and under patents
for those inventions or applications for such patents, shall be unenforceable
against him to the extent that it diminishes his rights in an invention of that
description so made, or in or under a patent for such an invention or an
application for any such patent
(3) Subsection (2) above shall not be construed as derogating from any
duty of confidentiality owed to his employer by an employee by virtue of
any rule of law or otherwise.
(4) T/tis section applies to any arrangement made with a Crown employee by or on behalf of the Crown as his employer as it applies to any
contract made between an employee and an employer other than the Crown,
and for the purposes of this section 'Crown employee' means a person employed under or for the purposes of a government department or any officer
or body exercising on behalf of the Crown functions conferred by any enactment
Commentary
Section 42 implements the proposal of the Banks Committee that employers
should be prevented from securing by way of express contract the rights in
any inventions which the employee had not yet made and which, apart from
that contract, would belong to the employee to the exclusion of the employer. Under section 42(2) any term in any contract made by the employee
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with his employer or with a third party but at the employer's request becomes unenforceable to the extent that it lessens any rights conferred by
the above sections.
It has very often been found necessary to impose upon employees a
contractual duty not to divulge to any third party any information which is
the 'property' of the employer, or which the employee acquired by dint of
his position as an employee in the employer's undertaking. Could such a
contractual term be construed as diminishing the rights accorded the employee under this part of the Act? Where the employee's rights are in an
invention belonging initially to his employer it is unlikely that there will be
any real conflict; but where an employee makes an invention which builds
upon confidential information belonging to the employer, and that invention
belongs to the employee alone, there may indeed be difficulties. Section
42(3) resolves these conflicts in favour of the employer by indicating that
section 42(2) shall not be construed as derogating from any duty of confidentiality which the employee owes his employer, whether by virtue of any
rule of law or otherwise. This would seem to indicate that, whether the
employee's obligation to maintain the confidence is written or is simply
implied, the employer's right to the protection of that confidence automatically overrides the employee's property right in his invention.
Section 42 applies not only to employees in private and public sectors
of employment but to Crown employees themselves. Crown employees have
traditionally been required or expected to assign away any rights irr their inventions with hope only of an ex gratia payment; but now they will be treated as ordinary employees notwithstanding the special nature of their employer.
Words and phrases
'whenever made: ie whether the contract has been made before the Act
comes into force or otherwise.
inventions: see page 11
employee: see page 11
employee: see page 11
alone or with another: it has previously been the practice of, for example,
the Science Research Council, when entering into research partnership
agreements with private industrial concerns, to require that the inventions
which result from their financial sponsorship be assigned to them. It is not
sufficient for the Science Research Council to contract with the employer
that the employee's rights in his inventions shall vest in the Council, because
the employee is not a party to that contract and cannot be sued upon it. It
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is thus necessary for an employee - if he has not previously signed any
'pre-assignment contract' - to contract both with his employer and with
another party, the Science Research Council that inventions made by him
will belong to them. Another instance of ah employee contracting with both
his employer and with another party is where the employee is to be employed
by one party but is seconded to perform his duties at the workplace of the
other.
with some other person at the request of the employer: this will in probability overlap substantially with section 42(1)(a).
pursuance of.
. contract of employment: 'contract of employment' may
here mean no more than'employment duties'.
rights: see page 23
description: the force of the word 'description' in this section might be to
allow section 42 to apply only where the invention which the employer seeks
diminution of the employee's rights is actually described in the contract.
Further on, section 42(2) talks of clauses of contracts being unenforceable
to the extent that they diminish rights in an invention 'of that description'.
If this is so, then it will defeat the intention of the legislature, which intended
that no pre-assignment clauses or diminutions of the employee's rights were
to be permitted. If the legislature had used the words 'any invention' instead
of Invention of any description' and 'invention of that description' no
possibility of ambiguity could arise.
of any rule of law or otherwise: 'any rule of law' presumably refers to the
equitable quasi-tortious duty not to divulge information which belongs to
others; 'or otherwise' would then refer to the contractual duty not to breach
any confidence.
arrangement: the word 'contract' is not used, presumably because employees
of the Crown are customarily not regarded as employees under a contract
of employment
Crown employee: defined in section 42(4).
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Chapter 6

The Patents Act 1977:
Section 43
Text
43(1) Sections 39 to 42 above shall not apply to an invention made before
the appointed day.
(2) Sections 39 to 42 above shall not apply to an invention made by an
employee unless at the time he made the invention one of the following
conditions was satisfied in his case, that is to say (a) he was mainly employed in the United Kingdom; or
(b) he was not mainly employed anywhere or his place of employment could
not be determined, but his employer had a place of business in the United
Kingdom to which the employee was attached, whether or not he was also
attached elsewhere.
(3) In sections 39 to 42 above and this section, except so far as the
context otherwise requires, references to the making of an invention by an
employee .are references to his making it alone or Jointly with any other
person, but do not include references to his merely contributing advice or
other assistance in the making of an invention by another employee.
(4) Any references in sections 40 to 42 above to a patent and to a
patent being granted are respectively references to a patent or other protection and to its being granted whether under the law of the United Kingdom
or the law in force in any other country or under any treaty or international
convention.
(5) For the purposes of sections 40 and 41 above the benefit derived
or expected to be derived by an employer from a patent shall, where he dies
before any award is made under section 40 above in respect of the patent,
include any benefit derived or expected to be derived from the patent by his
personal representatives or by any person in whom it was vested by their
assent
(6) Where an employee dies before an award is made under section 40
above in respect of a patented invention made by him, his personal represenatives or their successors in title may exercise his right to make or proceed
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with an application for compensation under subsection (7) or (2) of that
section.
(7) In sections 40 and 41 above and this section 'benefit' means benefit
in money or money's worth.
J"
(8) Section 533 of the Income and Corporation Taxes Act 1970 (defininition of connected persons) shall apply for determining for the purposes of
section 41(2) above whether one person is connected with another as it
applies for determining that question for the purposes of the Tax Acts.
Commentary
Section 43 deals with various supplementary matters pertaining to the preceding sections. It specifies that sections 39 to 42 shall not apply before the
day appointed, 1 June 1978; nor shall they apply to inventions made by any
employee not working mainly in the United Kingdom or not working in any
place in particular but whose employer has a place of business in the United
Kingdom to which he is attached. However, so long as the invention falls
within the scope of the new provisions they will apply just the same whether
the invention is patented at home or abroad, or under any treaty or international convention.
Section 43(5) makes it clear that where, in sections 40 and 41, reference is made to the employer's benefit derived under a patent, or to benefits
which he is reasonably expected to derive, the mere fact of the employer's
death will not deprive the employee of his right to a full fair share of that
benefit; for such benefit is taken to include the benefit derived or expected
to be derived by the employer's personal representatives or their assignees.
Nor does the employee's right to compensation die with him. Under section
43(6) his personal representatives or their successors in title may bring an
application under section 40 to secure the award.
Words and phrases
appointed day: 1 June 1978.
invention: see page 11
employee: see page 11
mainly: probably means 'more than half (Fawcett Properties v Buckingham
County Council). Note also section 8(1) of the Race Relations Act 1976,
which applies to all employments save those which are 'wholly or mainly'
outside Great Britain; the words 'or mainly' are to be omitted in the case of
(i) employment upon British registered ships, and (ii) employment upon aircraft or hovercraft operated by a person or business ordinarily resident in

k
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Great Britain. This would suggest that one employed within these two exceptions was not employed 'mainly' in the area concerned.
United Kingdom: under section 132(3) the territorial waters of the United
Kingdom are to be construed as part of that Kingdom, thus protecting the
rights of employees upon offshore oil installations. Section 132(2) extends
the Act to cover the Isle of Man, subject to any qualifications which may be
made by Order in Council.
place of employment: defined in the context of the exemption of employees
from receiving unemployment benefit if there is a strike at their place of
employment as 'the factory, workshop, farm or other premises or place at
which (the employee) was employed, so, however, that, where separate
branches of work which are commonly carried on in separate departments
on the same premises or at the same place, each of these departments shall
for the purposes of this paragraph be deemed to be a separate factory or
workshop or farm or separate premises or a separate place, as the case may
be'. National Insurance Act 1965 section 22(6). This seems to be much
narrower than the definition of 'business premises' in the Income and Corporation Taxes Act 1970 section 202(1): ' . . . (inclusive of) atl premises occupied
. . . for the purpose of any trade carried on . . . ' .
jointly: see page 24
advice or... assistance: see page 24
or other protection: eg a German petty patent, or perhaps an American
registered design (which has an higher degree of inventivity than its British
equivalent).
treaty: the Patent Co-operation Treaty.
convention: the European Patent Convention or the Community Patent Convention. The Parish Convention deals with matters concerned with reciprocity
of patent recognition, but does not provide for the 'granting' of any patents.
benefit: see page 16
derived: see page 17
personal representatives: ie the executors under his will, or the administrators
of his intestate estate. In practice, most employers today are corporate, and
do not die. Note the personal nature of the employer's duty to compensate:
there is no mention of any such duty being imposed upon his successors in
title.

A
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Chapter 7

Inventions made before the
coming into force of the
new Act
Does the new Act cover old inventions?
It is clear that the new provisions which deal with the ownership and remuneration of inventions made by employee inventors do not apply to any
patents, applications for patents, or patents consequent upon any such applications as exist upon the appointed day (1 June 1978) upon which the new
Act is to come into force; for those provisions are not enumerated in Schedule 2 to the Act (which lists those provisions which are intended to apply to
pre-existing patents and applications). Section 43(1) goes further still, barring the application of the new provisions to any inventions not made before
the appointed day, notwithstanding the fact that there may be no application for a patent in respect of such an invention until some time after the
appointed day has elapsed. The practical consequence of section 43(1) is
that it will doubtless be a long time before any litigation takes place upon
the new provisions. Certainly, where an employee claims compensation for
the operation of his invention by his employer, enough time will have to
elapse for the act of invention and the securing of a patent to have taken
place since the appointed day, before the employee even contemplates
litigation. So it is important to review the current law which the new Act
replaces, for its relevance will remain with us for some years.
Ownership of old inventions when there is no express contract
The person who makes an invention and receives a patent in respect of it is
presumed to be the person entitled to enjoy its benefit, in the absence of any
express contractual agreement to the contrary. However there has developed
a substantial corpus of case-law to the effect that the inventor's employer
may be the better entitled to the beneficial interest in the employee's in-
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vention than is the employee himself. The cases fall neatly into two categories: first there are those where the employee inventor is deemed a trustee
of his employer's interests in general, or of the patent in particular, by
virtue of his position of responsibility in relation to that employer; and
secondly there are those cases wherein, by virtue of the nature of the employee's employment duties towards his employer, the courts have implied a
term into the contract of employment that the employer is entitled to the
benefits resulting from the performance by the employee inventor of his
duties in an inventive manner. These two groups of cases will be taken in
turn.
(a) Where • trust is implied by virtue of the employee's position
In Worthington Pumping Engine Co v Moore the defendant was the UK
agent for an American firm but their relationship was of the 'closest and most
confidential character'; the defendant was entrusted with all the information
which his employer possessed, and received a huge salary, plus commission,
for his services. He was described by the judge as owing to the plaintiff company a duty virtually the same as that owed by a partner, and he was regarded as that company's alter ego on this side of the Atlantic Moore took out
three patents in his own name — though he had tested them in the company's
name and at its expense — and sought to hold them as against the company.
Byrne J held that by virtue of the position of extreme responsibility, owed
by the defendant to the plaintiff he could not be regarded as holding the
three patents otherwise than as a trustee for the plaintiff. It was not suggested at any time that the defendant was under a duty to make inventions,
or that he had indeed been asked to do so; it was only the position of the
employee in relation to the employing concern which led to the declaration
of a trust in the latter's favour.
A similar result was achieved upon less cogent facts in the case of
British Syphon Co v Homewood. The defendant there was not so much an
ordinary employee of the plaintiff company as an adviser or consultant. He
was not asked to design any syphons, nor indeed was his advice upon the
subject expressly sought Homewood made an invention relating to syphons
and applied for a patent upon it at a time when he was still employed by the
plaintiff, whose service he left shortly after. When the plaintiff heard of its
ex-employee's invention it sought a declaration that Homewood held it in
trust for his ex-employer's benefit a remedy granted by Roxburgh J. The
ground upon which the court relied was the fact that the invention was made
at a time when the plaintiff could still 'use' Homewood by seeking his advice
and by exploiting his expertise. A duty was found to be owed by Homewood
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to his employer, being an obligation not to put himself into a position where
— if he were consulted — the best advice could not be given, or could not be
acted upon if so given; and it was this duty which the employee was held to
have broken. The logic of the court in moving from this proposition to the
conclusion that — no advice having been sought from the employee — the
plaintiff was entitled to the patent, may be questioned; but there is no doubt
but that the case is regarded as good law.
(b) Where a trust is implied by virtue of the employee's duties
At the turn of the century the courts started to imply into an appropriate
contract of employment a term to the effect that that particular employer
was entitled to the fruits of invention of that particular employee. Thus in
Edisonia Ltd v Forse the defendant, an employee and ultimately manager
of the plaintiff's phonograph cylinder moulding department, made two inventions together with the firm's general manager. The latter claimed no
beneficial interest in the resulting patents and assigned his interests to the
company, but Forse refused to do this. The court however held that Forse
was employed 'to do his best by his skill, knowledge, and inventive powers
to improve the manufacture of the cylinders', even though such a term of
employment had never expressly been made; and since Forse's invention was
made in the execution of his employment duties, the resulting benefit of the
patents was held to be for the employer. As Warrington J put it:
It may very well be that in the circumstances of a particular case, it is inconsistent with the good faith that ought properly to be inferred or implied as an
obligation arising from the contract of service that the servant should hold
the patent otherwise than as a trustee for his employer.
In Adamson v Kenworthy, a similar case but where the employee was a
draughtsman, not a sound recording engineer, Farwell J held that the employee's duty when instructed by his employer to prepare a design was
. . . to use such skill and inventive faculty as he may possess in order to produce the best possible design within his ability...
and that, accordingly, the employer would be regarded as the beneficiary of
the patent notwithstanding the fact that it was not foreseen nor required
that the performance of the employee's duties would result in a patentable
invention.
Eventually the courts ceased to look to the specific nature of the employee's contractual duties and position, agreeing instead that it is an implied
term in the contract of every employee that he will serve his employer in the
best and most inventive. manner in the performance of his duties. Thus in
Sterling Engineering Co v Patchett Viscount Simonds could say that
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It appears to me that it is... an implied term, though not written at large, in
the contract of service of any workman that what he produces by thestrength
of his arm or the skill of his hand or the exercise of his inven five faculty shall
become the property of his employer.
Ownership of old inventions where there is an express contract
By the normal principles of contract law the courts will give effect to the
intentions of employer and employee where they are manifested in the contract of employment Thus if a term of that contract stipulates that an in-,
vention shall be the property of the employer, or indeed that all inventions
made by the employee shall belong to the employer, then the courts will
simply regard that stipulation as part of the consideration flowing from the
employee to his employer in return for his pay-packet This principle had
never been seriously questioned until the recent decision of Electrolux
Ltd v Hudson and others, an important case dealing with the express terms
of the contract of employment
The defendant in Electrolux was a storekeeper, whose duties were not
expected to lead to the making of any inventions at all. When he entered the
plaintiff's service he promised to comply with the plaintiff's rules and conditions of employment. The rules and conditions were not known to him
when he promised to obey them, nor was there an available copy for him to inspect. Under the company's rules the defendant was obliged to assign to
his employer the rights to any process, discovery or invention made by him
and which related to the production or the product of the employer or of
any of its associated companies in the United Kingdom or elsewhere. This
clause did not become known to the defendant until after he had made an
invention of some value to the plaintiff company and had taken steps towards
marketing it himself. The court did not discuss the issue of whether the
defendant was bound by a term of which he had no notice but, proceeding
from the assumption that he was so bound, went on to hold that the term
concerned was so wide as to be unenforceable as a restraint upon trade.
While this decision is undoubtedly in accord with the provisions of the new
Act — which is not yet in force — it may be argued that the court's judgment does not represent the correct state of the common law. There are two
grounds upon which the case may be criticised, of which the second is the
stronger: (i) it is difficult to see how a clause in a contract which provides
for the assignment of rights in future inventions can be in restraint of the defendant's trade, which is that of a storekeeper; and while such a clause clearly
restricts the employee's right to exploit his own inventions, such a right is
only ancillary to the employee's trade; and (ii) it is almost unknown for the
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courts to hold as a restraint upon trade any clause in an existing contract of
employment which relates to the rights and duties of the two parties for the
duration of that contract It is where the employer seeks to restrict the operations of an employee after that employee has left his service, either in barring him from competing with his former master or by preventing him from
working for any competitor or by prohibiting him from plying his particular
trade at all, that the doctrine of restraint of trade is supposed to apply.
Virtually the only circumstances in which the courts will interfere with the
terms of a current contract of employment are where (i) by its terms the
employee is effectively a slave, deprived of his freedom and physical liberty
(Sommersett's Case), or where (ii) the servant or contractor is obliged to
work for the employer alone but that employer is under no corresponding
obligation to remunerate the employee or to provide remunerative facilities
for him (Schroeder Music Publication Co v Macaulay).
One further dictum of Whitford J in the Electrolux case was to the effect that the clause in contention was not only in restraint of trade where
the employee was a storekeeper or another such performer of non-inventive
duties, but would be in restraint of trade even where the employee was
specifically employed to do research for his employer and then made an
invention not falling within the scope of his normal contractual duties. If the
reasoning of the court was incorrect in respect of the defendant storekeeper,
it will a fortiori be incorrect in the case of the research worker; and, even if it
is correct, the employer is not without remedy where his research worker has
indeed made an invention to which the employer assumed he would be
contractually entitled. This is because where the express terms of the contract
of employment are struck out as being unreasonable, the court may still
imply a term into the contract to the effect that the employer is entitled to
the invention {Triplex Safety Glass Co v Scorah). It should be noted that the
facility to imply such a term where an express term is held unenforceable is
an exception to the general rule established in Mason v Provident Clothing
and Supply Co, that once a term expressed for the employer's benefit is held
unenforceable, no reasonable term will be implied. To do so is to encourage
employers to put unreasonable terms into the express contract in the knowledge that employees will not wish to shoulder the cost of litigation to test
them; after all, even if the term is unreasonable, the employer may still then
win his case.
Finally on the subject of express contractual terms, it should be remembered that the terms are only enforceable for as long as the contract still
subsists. An agreement between employer and employee to share the proceeds of the exploitation of patents made by the latter does not extend to
cover an invention made shortly after the contract is terminated (Wollaston
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and Knowles v Chapman). But where the terms of a contract determine the
status of the parties in relation to an invention, the termination of that
contract does not alter that status; thus where a contract establishes that
an employee inventor holds an invention in trust for the benefit of his employer the termination of that contract does not determine also the employee's duties qua trustee (British Celanese Ltd v Moncrieff).
The employer's obligation to compensate the employee inventor
In general an employer is not bound — in the absence of any contractual
duty — to pay to an employee any compensation for the assignment of a
patent to which he is legally entitled, in excess of the employee's normal
salary. The act of invention and the actual assignment are in such circumstances regarded as part of the employee's employment duties or as a consequence of the employee's position of responsibility to his employer, and
the performance of those acts is taken to be good consideration for the
employment The only compensation which an employee can claim as of
right is the recovery of his out-of-pocket expenses in applying for and in
securing the patent (Worthington Pumping Engine Co v Moore). It has not
been argued whether an employee, or ex-employee, who holds a patent in
trust for his employer may be entitled to any further remuneration in respect
of his duties as trustee, but while the issue may be open it is difficult to
imagine that the courts would find an employee to be entitled to anything in
excess of his ordinary wages where the patent he holds in trust for. his employer is a direct consequence of the fulfilment of his contractual duties.
Where the contract of employment provides for some remuneration to
be paid to the employee by way of compensation for the creation or the
assignment of an invention it is open to the employee to sue for the recovery
of that compensation only in the instance where such compensation is not
described as being ex gratia or awardable at the employer's discretion; it is
the impression of this author that while in very many cases an employer
will seek to make a reward to the employee in excess of his normal wages,
that reward will usually be entirely at the employer's discretion or will be
assessed by a procedure which — though formal or semi-formal in its nature —
does not give rise to any remedy on the part of the employee. In some
cases the payment of a reward is the subject of an agreement between the
employer on the one hand and a staff association (or, sometimes, trade
union) on the other. It must be remembered that the employee is not a
party to such agreements and cannot in his own right sue upon them if they
are not followed.
It is possible that by the terms of an express or implied contract the
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employer and employee may have agreed that the benefit of the employee's
invention should be shared between them, while not actually indicating
the proportion of the share to be accorded to each. This is what happened
in Pashley v Lintotype Co Ltd. In that case Walton J directed the jury to
estimate what would be a 'fair and reasonable thing' for the employer to pay
to the employee who had been 'justly and as a matter of right... promised
that he should get something'. The factual situation of Pashley is now probably the only circumstance in which section 56(2) of the Patents Act 1949
still has any application. The subsection reads:
'In proceedings before the court between an employer and a person who is
or was at the material time his employee, or upon an application made to
the comptroller . . . the court or comptroller may, unless satisfied that one
or other of the parties is entitled to the exclusion of the other, to the benefit
of an invention made by the employee, by order provide for the apportionment between them of the benefit of the invention, and of any patent granted or to be granted in respect thereof, in such manner as the court or comptroller considers just'
The legislative history of this provision has been discussed in the previous
chapter, and need not be touched upon here. Once the House of Lords held
in Sterling Engineering Co Ltd v Patchett that the word 'entitled' meant
'legally entitled' and not 'beneficially entitled' its practical scope was confined to putting Pashley's case into statutory form. This section has not been
repealed by the 1977 Act, and will continue to apply to all inventions in
being when the new law comes into force.
As a postscript to this chapter it should be noted that in some American courts there has been a concerted and partially successful attempt to
secure for the employee inventor compensation for the making or for the
assignment of his invention, through the application of the equitable doctrines of quantum meruit and unjust enrichment. Though these developments are not strictly relevant in a discussion of the law of the United Kingdom, they may indicate a possible future trend in British legal thinking. A
full discussion of these American developments may be found in the author's
unpublished Ph.D thesis. The Allocation of Intellectual Property Rights.
between Employers and Employees in the United Kingdom', chaper 17.
The thesis is available at the Library, the University of Kent at Canterbury.
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PART II
THE OWNERSHIP OF INTELLECTUAL PROPERTY OTHER
THAN INVENTIONS

Chapter 8

The Ownership of Copyright
The relevance of copyright to the ownership of inventions
Section 39 of the Patents Act 1977 deals with the ownership of inventions,
and, while it will be of prime importance mainly in those instances where
the invention is patented, or is at least patentable, there is no suggestion that
it does not apply also to unpatentable inventions. In the case of all inventions, but especially those where no monopoly protection is available, the
employer always runs the risk that an employee who has made an invention
belonging to the employer will not co-operate in the exploitation of that
invention. In particular the employee may claim that while indeed the employer owns the invention as an abstraction, it is he alone who owns the
copyright in the plans, diagrams, flow-charts, tables and calculations in
which the invention is embodied. In such circumstances it is necessary to
make reference to the Copyright Act 1956. It is not the function of this
work to deal with the large variety of literary and artistic works protected
by that Act, nor to examine the duration or the quality of protection provided by copyright law; but the rules relating to the ownership of copyright materials of a literary or artistic nature will be examined and contrasted with the new laws touching the ownership of inventions.
Copyright Act 1956 section 4. Relevant text
4(1) Subject to the provisions of this section, the author of a work shall be
entitled to...
copyright...
(3) . . . where a person commissions the taking of a photograph . . .
or the making of an engraving, and pays or agrees to pay, for it in money or

2158
40

The Ownership of Copyright

money's worth, and the work is made in pursuance of that commission,
the person who so commissioned the work shall be entitled to . . . copyright . . .
(4) Where . . . a work is made in the course of the author's employment by another person under a contract of service or apprenticeship, that
other person shall be entitled to any
copyright...
(5) Each of the. . . preceding subsections shall have effect subject, in
any particular case, to any agreement excluding the operation thereof in
that case.
Copyright Act 1956 section 4. Commentary

/
Section 4 deals both with photographic and engraving works and with literary and artistic ones. The significance of the former to the employment of
the inventor is that where data or calculations are recorded on microfilm or
on some similarly photographic medium of reproduction then section 4(3)
will determine whether or not the employer has a right to reproduce such
material. It is plain from the wording of that subsection that it was envisaged
as a test applying as between an independently commissioned craftsman and
the man who commissioned him, although it is quite likely that works created
in the duration of an ongoing contract of employment may fall appropriately
within its wording. It seems that an employer, in order to avail himself of the
subsection, must at least direct the employee to take the picture concerned;
and it may be that consideration in excess of the employee's normal salary —
to which the commissioning itself can be referred — will be necessary (see
discussion of Registered Designs Act 1949 section 2, at chapter 9 below).
If the work in question is requested by the employer but on terms that the
employee will only derive a benefit from it if the work, once executed, fits
the employer's needs, section 4(3) will not apply (Leah v Two Worlds Publishing Co Ltd). It should be remembered that where section 4(3) is inapplicable there is nothing to prevent the employer from claiming ownership of the
copyright material under the subsequent terms of section 4(4), discussed in
the next paragraphs.
Section 4(4) has been the subject of some litigation, but of little close
analysis of the words which comprise it. Do the words 'under a contract of
service or apprenticeship', for example, refer to the word 'made' or to the
phrase 'the author's employment', and is there any significance in those
words being attached to the one or to the other? And what is the precise
difference in meaning of I n the course of employment' as distinct from
'under a contract of service or apprenticeship7 And why is the word 'duties'
nowhere mentioned in the subsection, given that the intention of the sub-
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section (per Graham J in Antocks Lairn Ltd v Bloohn Ltd) it
' . . to give the copyright. .. to the author. . .. unless he is what perhaps
may be called a normal employee who is employed for that purpose'?
Judicial opinion it united in agreeing that there are two necessary
conditions which the employer mutt fulfil before rebutting the presumption that an author of a work it its owner also. The first it that the work
come into existence at a time when the employee is employed under a subsisting contract of service; the second it the work be made in the course of
the author's employment The first requirement is not usually in dispute,
because it is in general quite simple to ascertain whether the work in question came into being while the contract of employment was subsisting. The
second requirement has proven to be more contentious, and has been interpreted in different ways by different judges. Not least of the difficulties
facing the parties here is the fact that the words 'course of employment'
do not appear merely in the context of copyright ownership; the scope of
'course of employment' is relevant where the employer may be vicariously
liable for the torts committed by servants in the course of their employment, or for criminal offences committed by them, not to mention instances
where the employer may be liable to compensate the employee who it
injured while in his master's service. Cases on these topics have been cited
and discussed in copyright cases with little regard for the fact that, on policy
grounds, there may have been grounds for applying an especially broad or
narrow test of what is done within the 'course of employment', which are of
no concern in copyright cases. No reference will be made to non-copyright
interpretations of 'course of employment' in this monograph.
In Byrne v Statist Co (decided under the Copyright Act 1911, substantially similar to the 1956 Act in this respect) the plaintiff was an employee
of a well-known newspaper, as a member of its editorial staff. He was assigned a special task of translating and precising a speech made by a Brazilian
politician; this assignment was to be completed in his own time and for
extra remuneration from his employer. The court agreed that while the
translation was made during the time that the employee was part of the
employer's establishment it was not executed at a part of the plaintiff's
employment duties under hit contract of employment; and the plaintiff
accordingly had the locus to sue infringing third parties. The principle and
the application of it to the facts were broadly similar in another case under
the 1911 Act, Stevenson, Jordan & Harrison Ltd v MacDonald & Evans,
where the employee — an accountant with the plaintiff firm — was asked
to deliver, and did deliver, a set of public lectures upon various aspects of
accounting theory. The employee used the text of these lectures, together
with some materials which he wrote while in the course of advising a particu-
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lar client, as the basis for a book to be published by the defendants. The
Court of Appeal held that while the materials written in the course of advising the plaintiff's client was clearly written in the course of the accountant's employment, and was thus the copyright property of the plaintiff,
the text of the lectures was not The lectures were delivered while the accountant was employed, but did not flow from the 'course of employment'.
Denning U felt that it was 'just and common sense' that the text of the
lectures belong to their author; and indeed in this instance it would seem
that, while the employer had an interest in the delivery of the lectures, that
was an interest in the fact of such delivery, not in their form or content.
These cases were certainly in harmony with the presumed intention of
Parliament in 1911 to deprive an author of his copyright only where it would
be an unfair or unjust hindrance to the employer were he to be deprived of
it; but in Beloff v Pressdram Ltd the court found the employer to be the
owner of the copyright in an employee's work in a situation in which not
only had the employer not instructed or solicited the work, but where the
employer did not want the copyright in it. The employee was a journalist
employed by a well-known newspaper; the work concerned was an internal
memorandum written by the employee to her editor. The memorandum
was not — unlike the employee's articles — intended for publication, nor
was it required by the employer; if the employee were under any duty to
keep the editor informed of various matters, this duty could be discharged
just as easily by telephoning him or by speaking to him personally. At any
rate the memorandum was published in Private Eye in circumstances embarrassing to the employee, who sued for inter alia infringement of copyright.
Ungoed-Thomas J held that since the memorandum fell within section 4(4)
of the 1956 Copyright Act the plaintiff had no locus standi to sue for its
infringement In doing so, the learned judge cited an obiter passage from the
judgment of Denning U in Stevenson, Jordan & Harrison's case:
. . . under a contract of service, a man is employed as part of the business,
and his work is done as an integral part of the business; whereas, under a
contract for services, his work, although done for the business, is not integrated into it but is only accessory to it.
Since in this case, the judge held, the plaintiff's job-role was an integral
. part of the newspaper's business, it followed that the plaintiff was employed
under a contract of service; consequently, the other requirement of section
4(4) being undisputed, the copyright vested in the employer, and the plaintiff could not sue.
The difficulty in Beloffs case is that it takes a different view from
Byrne and Stevenson, Jordan & Harrison's case on the two requirements of
section 4(4). Instead of requiring that (i) there be a subsisting contract of
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service and that (ii) the work be created in the course of the employee's
employment duties, Beloff seems to require only that (i) a contract be subsisting (ii) which is a contract of services and not a contract for services. It
Would seem that no importance was placed in Belofft case upon the facts
that (i) the memorandum written by the plaintiff was not intended to be
published, while the works which she was employed (ie under a duty) to
write were so intended, (ii) the plaintiff had not been required as part of her
service duties to furnish a memorandum, and (iii) the contents of the memorandum could equally well have been passed to the editor by an alternative
means. It is submitted that in Beloff the court was tempted to reason that,
since the plaintiff's employment was integral to the employer's business,
every act performed by the plaintiff in relation to the employer's business
was performed under a contract of service — an analysis which fails to take
into account the fact that one cannot imply a duty upon the plaintiff to
perform an act by virtue of the fact that the act was indeed performed.
It is not known which interpretation of section 4(4) will prevail,
Beloff't or that which existed before it. Byrne and Beloff are both decisions
at first instance, while Stevenson. Jordan & Harrison is a decision of a strong
Court of Appeal. Perhaps Beloff will simply be distinguished on the ground
that in that case the court did not advert its attention to the question of
whether the employee was under a duty to'write the memorandum in question.
Finally it should be noted that the provisions of section 4 apply only
insofar as they are not inconsistent with any express provisions of the contract of employment. Compare this with Section 42(2) of the Patents Act
1977.
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Chapter 9

The ownership of registered
designs
The relevance of registered designs to the ownership of inventions
Where an invention made by an employee but belonging to an employer is
the invention of a product not a process, there may be good reason for the
employer to contemplate seeking the protection not of a patent but of
registering the invention as an industrial design under the Registered Designs
Act 1949. The factors which might encourage the employer to seek such
protection would probably be (i) the fact that the appearance of the product is to a great extent determined by its function, (ii) the striking or
distinctive appearance of the product itself, and (iii) the likelihood of the
patent application being rejected for. lack of an inventive step, or of the
patent itself being weak and thus encouraging litigation or infringement.
Registration as an industrial design can protect the shape or appearance
of the invention, and not the inventive idea itself; but where the shape of
the invention is nearly synonymous with the ndtion of the invention itself,
it may be hard for people copying the invention to avoid copying its physical embodiment too.
The fact that the employer may claim ownership of an invention under
section 39 of the new Act does not of itself entitle him to claim ownership
of an industrial design. Designs, in common with works protected by copyright, are taken to be owned by the author; but under section 2 of the Registered Designs Act 1949
'.. . the author of a design shall be treated for the purposes of this Act as the
proprietor of a design; Provided that where the design is executed by the
author for another person for good consideration that other person shall be
treated... as the proprietor".
c

Ownership of registered designs: cases and commentary
Curiously enough there have been no cases involving employer and employee
which have had at their heart the disputed ownership of a registered design
of which the employee was the author; but there are several obiter dicta and
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decisions made upon other grounds which throw light upon the relation of
the parties to the contract of employment in respect of designs. For example
in Lazarus v Charles, an old case dealing with the registrability of designs, it
was suggested in passing that an employee making a new design loses it to his
master 'by virtue of the relations that exist between them'; while in Ware v
Anglo-Italian Commercial Agency Ltd (No 1), in an action seeking an interlocutory injunction against an alleged infringement, the court did not feel
that where a contract of employment existed between the plaintiff employer
and the author of the design the existence of that contract of employment
did not ipso facto entitle him to sue. Furthermore, it seems from Mothersail v Moore that — at any rate in an action between the employer and a third
party — it is for the employer to discharge the burden of proof of satisfying
the court that he is indeed the proprietor. From the two latter cases it would
seem safest to suggest that Lazarus is of little effect and that the employer
is not to be regarded presumptively as having any right in the design by virtue
of the bare fact of the employment contract It is further submitted that,
since section 2 of the Registered Designs Act 1949 does not mention the
contract of employment when it provides a test of proprietorship, the fact
of a master-servant relationship is of no relevance to it.
The nature of the distinction between the registered design and the
patent of invention has resulted in the development of one further possible
means of depriving the author of his proprietorship which is not open to the
employers of inventors, and that is the possibility that the employer may'
himself be construed as the author. While the employer who .instructs an inventive employee to perform certain acts can scarcely be regarded as the
'inventor' of any resulting invention because it is the mental effort of the
employee which has produced the thing protected, it is not unreasonable to
regard the employer as an author where he has given to his employee such
explicit instructions for the execution of the design that the employee acted
as a mere amanuensis, producing a design which corresponds exactly with
the employer's instructions and which, in essence, would be no different from
the execution of the same directions by any other person. This notion of the
employer as author has been recognised in Pearson v Morris Wilkinson & Co.
Pressler & Co Ltd v Gartside & Co, and also in the copyright case of Stannard
v Harrison where the following words of Bacon V-C may be taken to be of
some interest to the employers of inventors:
. . . Mr Stannnard cannot draw. He never said he could. Mr Stannard can
invent, which is more valuable a great deal, and as happens in 99 out of
every 100 inventions, the inventor generally is a man who cannot perfect
the machinery by which the invention is to be carried into effect.
While it is true that the Vice-Chancellor may not have intended his words
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to be of any application where the ownership of patents or inventions is
concerned, it is equally true to say that the words invite through their very
breadth of scope an application wider than merely the field of copyright.
Turning from the obliquely relevant case-law to the more pertinent
requirements of section 2 of the Registered Designs Act 1949, we may note
that an employer will enjoy the proprietorship of a design upon the fulfilment of two conditions: (i) the design must be executed for him by the employer, and (ii) the execution must be made in return for good consideration. Failing this, the employer can only become the proprietor of the design
by virtue of assignment, for which he must negotiate at arm's length.
The first requirement that the design must be executed for the employer by the employee, presumably demands that the design be solicited from
the author by the employer, or that the author be employed on the terms
that he is to execute designs for the employer. Where there is no element of
duty or responsibility upon the author to make the design it will not be
treated as being executed on his employer's behalf {Woolley v Broad). The
second requirement, that the execution must be made for good consideration, does not actually mean that, where the author of the design is an
employee, the wages received by him for his services in general are not good
consideration for the specific designing of the work in question; but where
it is not clear that the execution of the design is part of the employment
duty, it may be prudent for the employer to give good consideration which
is especially earmarked for the performance of the employee's designing
services. This should forestall the argument that because the employte
receives his wages whetiter he designs or not there is no good consideration for the designing.
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Chapter 10

The ownership of
confidential information
In this chapter 'confidential information' refers to those forms of intellectual
creation which derive their legal protection not from the fact that they are
patented or covered by the laws of copyright or design registration, but
which are protected by virtue of the fact that they are not intended, to be
made freely available to the public. In the broad sense of the concept, confidential information comprises trade secrets, customer lists, details of accounting and taxation arrangements, innovative ideas and industrial knowhow; but in this chapter we are only concerned with confidential information
made or invented by the employee during the period of his employment,
and with the question of whether it is he or his employer who is entitled to
own i t It is not the concern of this chapter to discuss the means of protecting property rights in confidential information, a topic which has already
generated much legal commentary.
Once section 39 of the new Patents Act comes into force it will decide
all questions of ownership of inventions, whether those inventions be patented, patentable or unpatentable (see chapter 3 page 1 1 , on 'invention').
In respect of patentable and patented inventions this section replaces the law
described in chapter 2 above; but where an invention is not patentable it is
difficult to establish whether section 39 is replacing anything at all. There is
only one case upon the ownership of a non-patentable invention. Makepeace
v Jackson, decided in 1814 and so obscurely reported that it is difficult to
ascertain its exact ground of decision; but it seemed from that case that the
employer, a dyer, was entitled to the benefit of a set of instructions conceived of by the employee for the mixing of certain new colours. It is submitted that, in general, the courts have been prepared in the past to apply
the same test to the ownership of confidential information created by an
employee as was applied to patents (see chapter 2); but there is little concrete evidence to support this save the fact that in the Worthington Pumping Engine case the court did not feel that the fact that the patents in question were probably invalid would affect the question of their ownership.
The most common means of allocating the ownership of confidential
information between employer and employee is the utilisation of the con-
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tract of employment itself. Thus it is not uncommon to find clauses which
require an employee to divulge to his employer any ideas or inventions or
improvements which he may think up, perhaps coupled with another clause
declaring that the employer is to be entitled to the benefit of such ideas.
Clauses such as these are of little significance where the employee does not
divulge ideas or innovations to his employer, because until the ideas emanate from the employee the employer will not Know of their existence; but
teeth are added to those obligations by a further prohibition upon the employee from divulging such ideas or innovations to anyone else.
How do such clauses square with section 42 of the new Act, which is
intended to protect the employee inventor from the loss of inventions to
which his employer would not otherwise be entitled? The section applies to
all inventions, whether patentable or otherwise, which would clearly bring
within its ambit the sort of things created by employees which, though not
patentable, may be of great value if confined to the employer's use. This
would indicate that where the employee's creation was an 'invention' falling within section 39(2), the employer could not restrict its use or dissemination by the employer. However, section 42(3) requires that nothing in the
section shall be construed as derogating from any duty of confidentiality
owed by the employee to his employer 'by virtue of any rule of law or
otherwise'. If 'by virtue of any rule of law' refers to the equitable tort of
breach of confidence, then 'or otherwise' will have to refer to the contractual terms by which the employer restricts the use by the employee of the invention. Perhaps the net effect of the provisions of section 42 is to ensure
that while, on the one hand, an employee cannot, by asserting a property
right under section 39(2), use information which the employer is require as
being kept confidential, the employer himself is prevented from treating the
invention as his own for the purposes of exploiting the invention commercially; but the new provisions do not say this explicitly.
It should be remembered finally that even in the absence of any express
contractual clause entitling an employer to enjoy his employee's ideas and
improvements in a confidential manner, such a clause may be implied by the
courts where It is fust that they should do to.
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Figure 1: Ownership of Inventions
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Figure 2: Compensation for Inventions belonging to the Employer
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Figure 3: Compensation for Inventions belonging to the Employee
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the patent does not limit competition or raise prices,
licensees who settle prior infringement suits may bo
estopped from contesting validity a second time even
where no consent judgment is entered.*8
2. It is clear that a licensee cannot be required to terminate or repudiate the license before bringing a declaratory judgment action. Licensors, however, should expressly provide in the license agreement that the license
will be terminated upon a non-payment of royalties to
leave open the possibility of suing the licensee for infringement as in Morton-Norwich.
3. Entitlement to the royalties due during litigation docs
not depend upon possession. If a patent is held invalid,
a contesting licensee is freed from royalty liability from
the time it brought a declaratory judgment suit or filed
a defense challenging validity. PPG Industries indicates that a licensee under appropriate conditions mi^lil
be freed of royalty liability from a date prior to contesting validity in court. A non-contesting licensee, however, must normally pay royalties until eviction.
4. Licensees who have made a large capital investment
to practice the licensed invention should attempt to establish an escrow account under the rationale of Shhvers, although only the Sixth Circuit has accepted the
escrow alternative without a showing that the licensor
wa8 insolvent Courts have not yet allowed a licensee
to stop paying royalties and continue under the licens<
agreement.

•* In a recent ease, the Second Circuit in a split decision felt that
Aro •. Allied WHan was an imprecise and uncertain test and refund
to follow it. The dissenting judge, in contrast, said it provided a
sound accommodation of the competing interests involved in the cult.
Warner-Jenkinson Co. v. Allied Chemical Corp.,
F.2d
, 1M
UJ3.P.Q. 763 (2d Cir. 1977).
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Stanley H.
Lieberstein *

SUING THE FORMER
EMPLOYEE

In "Fiddler On The Boof," there is a character by
the name of Tevye who has a number of unique qualities.
Among them is the ability to argue with himself, simul:
taneously taking both sides of a given issue.
For example, if Tevye was presented with the problem
of whether to sue a former employee for theft of trade
secrets, his reasoning would likely be: On the one hand,
it is necessary to file a suit to prevent loss of trade secrets by disclosure to third parties. After all, if I do not
act quickly, my former employee may make the information public and once made public, that trade secret
vanishes forever. Of tsourse, it may be possible to ob- '">
tain some money as a result of a lawsuit, but if I was
looking for money, I would have licensed my competitors
a long time ago.
On the other hand, bringing an action against a former
employee has certain risks. For example, more than
one company has brought suit against a former employee only to learn that the employee did not know as
much as the company thought he knew. The lawsuit,
however, served to educate that former employee as to
the significance of certain facts and details which he
had not previously appreciated. In one case, a respected company in the pharmaceutical industry learned
the hard way, through a suit against a former employee,
that the employee, although intimately involved in production, was ignorant of certain details and did not
appreciate some key aspects, of technique that were
fundamental to a successful, commercial process. During the course of litigation, as the result of discovery
and the questions asked of the former employee, the
* 0 Stanley H. Lieberstein 1977; the author is a member of the
firm of Ostroleiik, Faber, Gerb A Soften in New York City. This
article is based upon a recent speech before the Association of Corporate Patent Counsel.
\
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company became painfully aware of the employee's ignorance as to certain sensitive points. The word "painful" is appropriate only because that former employee
was sufficiently talented and knowledgeable to recognize
what it was that he had missed or forgotten.
In the course of trade secret litigation against a former employee, both sides are likely to conduct pretrial
discovery and the former employee can be expected to
press hard for specific disclosure of just what his employer claims to be secret. The burden is on the party
alleging secrecy to establish, at least prima facie, the
existence of trade secrets. Although "in camera" proceedings can be requested whereby the public cannot
attend the hearings and copies of confidential information are kept apart from public files and are not generally available to the public, still the former employee
is a party to the suit and, therefore, should be informed
of just what his former employer is claiming as a trade
secret. The former employer, on the other hand, might
seek a protective order to prevent the former employee
from again having the trade secret described to him or
from learning any other secret information.
And yet, on the other hand, to continue reasoning like
Tevye, a lawsuit against a former employee establishes
a precedent for the company and establishes its image
as a vigorous enforcer of its trade secrets. The lawsuit
may prove to be useful as a deterrent to other employees.
While an overly aggressive policy may backfire, a lackadaisical policy may prove equally inadequate to protect
trade secrets and discourage their mishandling or abuse
by former employees.
And yet again, on the other hand, if the court finds
the absence of any trade secrets in the subject matter
of the lawsuit, it may decide to publish the information
in its Opinion as part of its analysis of the fact situation
and why it concluded that there were no trade secrets
taken by the employee. "While the court may well be
correct, as a matter of law, still if your competitors
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were somewhat unsure as to what you were doing, they
no longer need guess - they can now read about it.
Although there are perfectly valid and justifiable reasons for suing a former employee, emotion is not one of
them. Yet all too often, the decision as to whether to
sue a former employee stems mainly from the emotional
context of the relationship between the officers of the
company and that employee instead of the calculated,
deliberate decision that it should be. This is particularly true in paternalistic companies where employees
are vested with a large degree of "trust" and are sometimes considered "part of the family."
There is a theory sometimes called "The Blinder
Theory" which runs something like this: Most individuals, and particularly technically trained specialists such
as engineers and scientists, tend to compartmentalize
their work and to sub-specialize. This is often true be-,
cause of the practical problems of keeping up with new
developments- and the limitations of time and the demand of one's job and one's outside interests. The net
result is that an individual over the course of years may
learn a piece of a puzzle, if we may use that metaphor,
exceptionally well. He probably understands, in a general sense, how that piece he is responsible for fits into
the overall puzzle, but perhaps not in sufficient detail to
be able to reproduce the entire puzzle. Thus, it is necessary to assess the knowledge of that former employee
against the perspective of how his work fits into the
entire scheme of things, what his plans are for the future, just who he will be associated with or working for,
and the likelihood of his being able to actually damage
the company he left.
One of the first considerations that should be made
before bringing suit is to determine the full extent of
the former employee's knowledge—not just the amount
of knowledge that he appears to have had based on the
nature of his former job, but the knowledge that he, in
fact, did possess. Often, conversations with the former
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employee's associates at work will reveal much about
the extent of his knowledge. For example, by inquiring
into the knowledge possessed by those associates, ono
can extrapolate to the extent of knowledge that tho
former employee had. Ignorance as to certain key elements of the secrets on the part 6f other employees
charged with similar or related responsibilities may indicate similar ignorance on the part of the former
employee.
After making the evaluation of all circumstances and
assuming it is concluded that a lawsuit is justified, then
the key is speed.
Quick action is important for several reasons. Ono
of them is to prevent disclosure and resultant loss of secrecy in the trade secret. Another reason is to avoid
creating an impression, which will most surely be seized
upon and emphasized to the Court by counsel for tho
former employee, that the trade secret is not really important—else why would you hestitate so long. That
you waited before deciding to assert your rights may
have been perfectly reasonable. Nonetheless, you are
put on the defensive in having to offer an explanation.
And as any good litigator knows, it is far better tactics
to keep your adversary on the defensive. You lose valuable time and money in having to "excuse" conduct
which may be justifiable but which weakens your position
in the "justifying." And, more importantly, it serves to
divert the court's attention from the issues you would
like it to concentrate on.
v
A further reason for acting promptly is to prevent a
substantial investment by the ex-employee or his new
• employer in exploiting the trade secret—or else you
' may find yourself with a fait accompli. This is because
the law applies an equitable principle of estoppel under
circumstances where, because of your delay, the ex-employee or his new employer justifiably assumes that you
will take no action (or perhaps, that you have concluded
you have no cause of action) and proceeds to invest
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heavily in reliance on that assumption. You may still,
however, be allowed reasonable compensation for the
trespass.
If the delay in asserting your rights is significant, if
the circumstances reasonably justify the ex-employee's
assumption that you will not or cannot take action, then
you may well find the principle of estoppel applied
against you. Now, that does not necessarily mean you
forfeit all your rights, but your remedy may be limited
and you may forfeit your right to an injunction. An
injunction, in trade secret cases against a former employee, is generally the most valuable and important
remedy.
I t may be possible to obtain reasonable compensation
in the form of damages. But this is tantamount to a
compulsory license of your trade secret. Thus, while it
is important to investigate the facts surrounding an
employee's departure thoroughly, it is equally important
to do so in a quick and efficient manner.
The Rules of Civil Procedure for the Federal Courts
and the rules of procedure for most State courts permit
you to move for a Temporary Eestraining Order against
disclosure or use of the trade secrets on the basis of
affidavits and a limited notice to the opponent (often
less than a day—sometimes only an hour or two). The
court may issue a temporary, short-term, i.e., ten day,
restraining order and schedule a Hearing for a Preliminary Injunction. Trade secret cases are often won
or lost at this early stage of the litigation.
If a Temporary Restraining Order is granted, then
the parties will be encouraged to take depositions or
other discovery before the Hearing on the Preliminary
Injunction. Quite often, cases are settled at the time of
such discovery. Furthermore, you learn a lot more
through those depositions. And your views as to the
knowledge that the former employee possesses, as well
a8 the extent of harm he is most likely to create, can and
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frequently does become clearer. With increased knowledge, you may alter your views with respect to litigation,
or perhaps alter your strategy in the litigation.
It is worthwhile to keep in mind that the purpose of
the Temporary Restraining Order and the Preliminary
Injunction is to maintain the status quo and to prevent
the defendant, or ex-employee, from divulging or usintr
the secret information and thereby obtaining an unfair
competitive advantage. When the restraint is refused
by the court, the ex-employee can use or possibly divulge
the information prior to the time that a trial is had.
In many cases, Courts have held that the mere public,
sale of products made with the utilization of a trade
secret constitutes a public use of that trade secret. Tn
one such case, for example, the use of a lady's undergarment, although not on public display, constituted n
public use. The point is that the ex-employee's use of
the information can destroy its trade secret status prior
to the time that an actual trial is held and, from that
point on, all you can hope to recover is damages.
To obtain a Preliminary Injunction, it is essential fo
persuade the court of:
I. The likelihood that the company will succeed at n
subsequent trial,
II. The likelihood of disclosure or use of the information in the absence of an injunction, and
m . The inadequacy of monetary damages as a
remedy.
Likelihood of success at the trial stage is an important
factor because the court is reluctant to grant an injunction, even on a temporary basis, that can prevent the
former employee from engaging in an otherwise perfectly lawful business or occupation and particularly because, as a practical matter, a delay of any significant
time may prevent an effective start-up of a competitive
business altogether. In addition, as a matter of public
policy, courts are reluctant to restrain trade. Therefore.
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it is essential to satisfy the court that you have not only
a prima facie case, but that there is sufficient substance
to your case that you are likely to succeed in the event
of triaL Thus, in a sense, courts often weigh the probable value of the evidence which you have and predetermine, subjectively, the likely outcome.
Notwithstanding likelihood of success, should a court
find that, under the circumstances, disclosure or use before trial is not likely, or that monetary damages are
an adequate form of. compensation, then it will not issue
a preliminary injunction.
I.

Is SUCCESS A T TKIAL LIKELY!

Likelihood of success at trial is proven by establishing
the following three elements:
A) The existence of an enforceable trade secret.
B) An obligation of confidentiality on the part of the
former employee.
C) Disclosure would damage your business.
A). Is there an enforceable trade secret?
The criteria employed by most courts in determining
whether they will enforce a trade secret are as follows:
(1) The extent to which the information is known outside the employer's business.
To evaluate this, you should first determine whether
the information has been, perhaps inadvertently, included in publications, patents, or public talks delivered
at technical symposia, professional meetings or sales
conventions. A slip of the pen or tongue is not uncommon. In addition, a search of the literature and prior
patents should be undertaken.
(2) The extent to which it is known by employees and
others involved in the business.
Aside from examining published information, examine
your own employees to see how Trnowledgeable the competition really is. Your own employees are often a good
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source of information, within this sphere of activity or
expertise, as to what is known in the trade or field, what
competitors are offering and the differences between
products or services available in their field. There is one
caveat, however. After years of specialization, people
sometimes look at differences between their work and/or
products and that of competitors and see the differences
as being magnified to a degree many times greater than
that which a lay Judge will view those same differences.
Thus, a slight difference in temperature conditions, typo
of controls, or in the raw materials may be important
to one who works in the field. But, to a Judge, those
distinctions may appear as just so much minutia. Therefore, when gathering such information, it is worthwhile
to think in terms of an ultimate presentation to a Judge
unfamiliar with the nuances of your work. Gather information which will support your estimate of the importance of the distinctions you wish to make. It is helpful, to think in terms of the results brought about by the
distinctions you refer to and why those results are
important. For example, a slight shift in one raw material which may appear to a lay Judge to be analogous
to the material used by competitors, may well give rise
to a much less costly and more efficient process. The
difference between what you and your competitors are
doing may appear small, but in terms of results that difference may loom quite large.
' -, _
(3) The extent of measures taken by the employer to
guard the secrecy of the information.
If we had to choose one point or area of maximum vul.v ,- ..nerability on the part of most employers, this would be
* '•-.- :• •'•'• . it. The case law is rampant with instances of employers'
•' • " • . : - losing their trade secret claim because of the way the
"; •* . :. information had been treated internally by the employer.
•-" -. : . For example, when Motorola * sued several of its former
••'*'•" • employees and Fairchild Camera and Instrument Corp.
'.'•.«••..'•

* Motorola, Inc. v. Fairchild Camera & Instrument Corp., 366 F.
Supp. 1173, 177 USPQ 614, 622 <D. Ark. 1873).
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for the wrongful taking of trade secrets, among other
claims, the court stated:
It is further the conclusion of the Court that plaintiff's (Motorola's) trade secret claims must fail because as to those in. issue
at trial no real effort was made by plaintiff prior to trial to keep
them secret. They were also either revealed in the marketed
product; fully disclosed by issued patents; generally known
to those skilled in the industry or trade; or consisted of information easily acquired by persons in the industry from patents,
literature, or known processes freely, available. . . .
The Motorola v. Fairchild case tells us that it is important for the employer to segregate confidential information from general information and to make every
effort to maintain that information in confidence. It is
helpful to properly identify confidential information,
limit its distribution to those having a "need to know"
and restrict access to it. There should be no question
in the minds of employees as to just which information
they are handling is confidential and which is not.
(4) The value of the information to the employer
and to its competitors.
That the trade secret was developed or obtained at
great expense is generally an important fact. It tends
to impress upon a court the significance of the case, the
seriousness of the harm. It also serves as evidence of
the likelihood of disclosure of the trade secret because
of its desirability to competitors. Whether you are
using the information and whether it is providing you
with a "competitive advantage" is an important criterion to which most courts look in deciding whether to
accord information "trade secret" status.
(5) The amount of effort or money expended by the
employer in developing the information.
This factor is indicative of possible unjust enrichment
on the part of the former employee or his new employer.
They, presumably, are being spared the expense, effort,
and time of developing the information independently,
through experience or research and development. They
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•.are .spared the need to purchase or obtain a license to
us# valuable know-how. The time factor, in some casoB,
jmay be the most important from a commercial or mar. taking viewpoint The lead time in many businesses,
..particularly those in high technology areas, can sonictimes. b% critical to the success of the business and is
.often, -at the least, an important component of profitability. Having to acquire know-how through indepen^ dent trial and error or research can not only be costly
tul'tjme .consuming.
•*'. -.(6) The-ease or difficulty with which the information
^oould be properly acquired or duplicated by others.
. . . The, law, permits competitors to copy and sell unp.it;.ebte<r products obtained through reverse engineering
'i and/Or chemical analysis, so long as the competitor doc?
.'not attempt to trade on the good will of others by
: -"palming, off" his product as theirs. A court looks nf
• the ease or difficulty with which a trade secret may bo
..obtained by competitors, through reverse engineering
or chemical analysis, to help it determine whether tlic
information is truly protectable as a trade secret. Tf
its intrinsic nature is such that the "secret" may lie.
readily perceived; a court would deny it the status of a
trade secret.
For example, in Wesley-Jessen Inc. v. Reynolds' In*1
court denied relief to Wesley-Jessen saying, among othor
things, that the camera, used to help reveal the shape
of the human cornea for the purpose of fitting contact
lenses, had been sold and leased publicly and regularly.
It found that the camera could be "reverse-engineered''
to reveal the secret in a couple of days of study. Although, in that case, the court also found evidence of
disclosure of "secret" information in pubbcations ami
promotional literature, nonetheless it is extremely unlikely that the court would have accorded trade secret
status to information that could have been obtained by a
study of the publicly available camera.
»Wotey-Jesmn Inc. v. Reynolds, 182 USPQ 186 (N.D. HI. 1974)
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B).

Is there an obligation of confidentiality on the part
of the former employee?

It is necessary to establish that the former employee
not only knew of the information but also knew of its
confidentiality and that it was entrusted to him in confidence. Proof of knowledge need not be absolute but
can be implied from the circumstances. For example,
proof of access to where the information was stored, the
capability to understand and appreciate the true significance of the information, and the opportunity to read
and copy the information are all indicative of possible
knowledge. Combined with other evidence indicating
the desirability of taking such information, e.g. that the
employee suddenly set up a competitive business which
inherently utilizes that information, a prima facie case
of knowledge can be made.
More often, the evidence of knowledge is mach stronger. Usually the employee not only had access to, but
received copies of materials containing the information,
his namie appears on copies of documents and some of
the documents may have been addressed to him. That
former employee may well have been a key man, if not
the key man, in a product line or segment of the business.
Thus, actual knowledge of the information or data can
often be established.
That the employee had knowledge of the information
or data is still not adequate because it is necessary to
show that the employee also knew of its confidential or
trade secret status. Here, as mentioned earlier, the
manner-in which the information is treated internally,
whether it is marked confidential, segregated from nonconfidential information or data, filed separately, and
whether access to the information is limited, are all key
factors. It is not enough to show that someone " t o l d "
the former employee that the particular information was
secret. If, in fact, that information was not treated as
a secret, but was widely disseminated and generally
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available, copies being available in general files open to
most employees, etc., then the infonnation in question
cannot be protected as a trade secret.
The law recognizes, and, indeed, imposes a special
duty upon " k e y " or high level employees. That obligation is often characterized as a "fiduciary" one.
That is, the high level employee is deemed to hold a position of trust and the standard of conduct expected of
that fiduciary is different than that normally expected.
The rule of "caveat emptor," for example, does no)
apply with respect to a fiduciary. This common law
principle is derived from "master-servant" law.
In order for the wheels of commerce to turn smoothly,
it is essential that an organization be able to trust its
key or high level employees. The law does not recognize
an arms-length relationship between an employer and
his employee, particularly if that employee holds a fairly significant position such that he is exposed to, and
therefore entrusted with, the employer's secrets. Thus,
an employment contract is not a prerequisite to a successful lawsuit against a former employee and, indeed,
may even be a hindrance. That is, an improperly
drafted contract may be the basis for dismissing a lawsuit, particularly in those jurisdictions that decline to
"blue pencil" a contract they regard as unenforceable.
For example, some courts will limit the scope of contractual restrictions on employees considered to be
against public policy or in violation of a statute but
others will simply find the contract unenforceable as
written and dismiss the complaint.
A contract provides an additional basis for a lawsuit.
An enforceable employment contract with a well drawn
confidential information protection clause is, of course,
positive evidence of the employee's obligation. Presumably, in that contract, the employee recognizes that
he will be entrusted with confidential information and
agrees to maintain its confidentiality. In that respect
a contract can facilitate proof of an obligation of con-
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fidentiality.
It can facilitate proof that disclosure
would constitute a breach of confidence. But note that
a contract does not prove that the employee actually
knew of the information in question nor that he knew it
was confidential. It does, however, serve as part of the
surrounding circumstances and can help an employer
establish that the employee was in a position to know the
information and knew what was expected of him as to the
treatment of that information. In short, a contract may
give rise to an inference that the employee had reason
to know or determine that certain information was confidential and was not to be disclosed. It provides a basis
for a breach of contract claim in addition to claims based
on common law principles.
C).

Would Disclosure Damage Tour Business?

The element of damage is significant for several reasons. For one, courts are loath to entertain lawsuits
between private parties to allay fear, suspicion or correct a breach of principle, where no real harm is at stake.
For another, the prevention of damage is part of what a
preliminary injunction is all about. Moreover, a strong
showing of severe damages tends to impress a sense of
urgency upon the court.
Take a close look at the value of the information or
data. How much did it cost you to acquire! How long
did it take J When calculating cost, keep in mind such
factors as the salaries, benefits and overhead, not only
of R&D personnel but also of supporting services, general administrative costs (which can be allocated pro
rata), materials, parts, consultants' services and other
expenses reasonably related to learning the information
or data in question. In some instances, of course, the
information may have been acquired by sale or license
from a third party. The cost, however, is not necessarily
limited by the purchase price or royalty payments.
There may have been significant expenditures preliminary and subsequent to the sale or license, in evaluating

—717—

2186
Journal of the Patent Office Society
the information, determining its desirability, in ncgotiations (including travel and entertainment), counselling
fees, in adapting the information to conform to your par
ticular business, and in modifications or improvements.
Don't overlook the importance and value of "lead"
time or the time it takes to get a head start. If the in
formation is time consuming to learn or develop \w\>pendently, then the sooner that information is acquired,
the sooner one can start in business. A fair measure of
the lead time is the time it took to develop the infonna
tion in the first place. The burden then shifts to tin
former employee to establish that less time is needed 1><>.
cause of other published advances in technology ">
possible reverse engineering. But whatever lead timis established, courts tend to permit recovery for lo-*
sales or lost profits during the interval between the <innthe trade secret information was misappropriated and
the estimated time the court finds it would take to re
produce or independently acquire that information.
As a practical matter, at the outset of a trade secret
case it is difficult to measure "lost sales." At the time
a motion for a preliminary injunction is brought, con r*«
tend to view evidence of lost sales as speculative, and
unless you are selling a major item, e.g. jet airplane.-,
where the loss of one sale is substantial, it is ordinarih
difficult to predict future losses. Thus, in most ease--.
particularly in the early stages, it is important to primarily focus upon the cost of the information to yo-i
That cost, in terms of time and money, should be cmplia
sized to the court.
Other factors which are important to the assessment
of damages include loss of market position—to the fvtent it can he attributed to the entrance of new or
cheaper products by competitors benefiting from t!"
misappropriation of your trade secrets.
The loss of licensing revenue, both in terms of actual
or potential licenses, also forms a measure of damage
But note that the existence of licenses tends to weaken
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a request for a preliminary injunction on the theory that
since the information has been disseminated to others,
damages (equivalent to royalties) would serve as an
adequate recovery. There is no requirement for compulsory licensing, although some representatives of the
Justice Department have informally expressed their
personal views in favor of such a requirement, but a
court may assess damages which approximate a reasonable royalty. Thus, it is important to show the court
why a license or its equivalent, having been granted to
others, is inappropriate here. Although, technically
speaking, the mere fact that you just do not want to
grant another license usually is enough reason for you
to refuse a request for license, it is sometimes inadequate
when you are requesting a court of equity to issue an
injunction. The fact that you may have granted an '' exclusive " or " sole'' license or the existence of commercial
considerations making it anti-competitive to dilute the
marketplace, or low profit margins such that another
licensee would drive existing licensees out of business,
are all relevant considerations to the inadequacy of
monetary damages and may help persuade a court of the
need for an injunction.
The loss of other gains and advantages enjoyed by the
proprietor of a trade secret should also be pleaded. This
is somewhat of a catch-all category that may encompass
economic advantages that are unique to a particular
situation and that may be lost upon loss of the trade
secret.
Punitive damages and attorney's fees may form part
of your plea for damages and may be recovered, after
trial, particularly in aggravated cases where the evidence points to a willful disregard of the employee's
obligations and an intentional misappropriation of the
employer's trade secrets. Although this is not usually
an issue at the time of a motion for preliminary injunction, it is noted here because, if applicable, it should
form part of the initial pleadings and evidence of prcda-
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tory conduct may influence the court to issue f Ti • •
preliminary injunction.
H . I s DlSCLOSUBE LlKELY IN THE ABSENCE OF AN
INJUNCTION T

If we keep in mind that the purpose of a Preliminary
Injunction is to maintain the status quo during liti^a
tion, then it is easy to perceive why a court must lot.!;
to the likelihood of disclosure in terms of whether Hi.
status quo is about to be upset in the absence of an in
junction. The courts have a tendency to talk about like
lihood of disclosure in terms of its "imminency'' <T
"inevitability."
When duPont 3 brought suit against American Potn-li
and Chemical Corp. and Donald E. Hirsch over the liir
ing by Potash of Donald Hirsch, who duPont nllo^cl
was its second most knowledgeable employee as to finmanufacture of titanium dioxide by the chloride prooes --.
the court issued a Preliminary Restraining Order barring Hirsch from engaging in any work with Potasli in
connection with or related to the operation and development of that process. In denying a Motion for Summary
Judgment on behalf of defendants Potash and Hirsch.
the court left the Restraining Order standing pending
the trial of the case. In its Opinion, the court describe I
a series of events leading up to the motion before if.
Those events included a description of aborted efforts
by Potash to acquire the know-how from duPont thronirli
a license, Potash's efforts to get into the business including its recruitment of personnel for a plant it was
designing in California for the manufacture of titanium
dioxide, and its recruitment of Donald Hirsch throuirh
advertisements in a Wilmington, Delaware paper where
duPont's plant was located. Although the issue before
the court did not require a direct ruling on the issue of
imminency of disclosure, that issue was indirectly pre
8
E. I. duPont de Nemours & Co. v. American Potash & Chemutl
Corp., 200 A. 2d 428, 141 USPQ 447 (Del. Ch. 1964).
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sented to the court by P o t a s h in its argument that in
the absence of an " i m m i n e n t " t h r e a t of disclosure there
w a s no factual basis in the record before the court to
continue the case and therefore summary judgment
should be granted. d u P o n t argued t h a t disclosure by
Hirsch in the event he worked on the titanium dioxide
process for P o t a s h was " i n e v i t a b l e . " I n denying the
Motion for S u m m a r y J u d g m e n t by P o t a s h and Hirsch,
the court noted and let stand the Restraining Order
pending the trial, and observed in its opinion:
I have no doubt but that the trial court is entitled to consider, in judging whether an abuse of confidence is involved, the
degree to which disclosure of plaintiff's trade secrets,is likely
to result from the circumstances surrounding Hirsch's employment by Potash. The defendants say that a finding of 'inevitability' would be no more than a 'prophecy' here. Nonetheless, in the context of determining whether a threat of disclosure exists, it is but a finding as to the probable future
consequences of a course of voluntary action undertaken by the
defendants. Courts are frequently called upon to draw such
conclusions based on a weighing of the probabilities, and while
a conclusion that a certain result will probably follow may not
ultimately be vindicated, courts are nonetheless entitled to decide
or 'predict' the likely consequences arising from a given set
of facts and to grant legal remedies on that basis. I am satisfied that the degree of probability of disclosure, whether amounting to an inevitability or not, is a relevant factor to be considered
in determining whether a " t h r e a t " of disclosure exists.
The requirement for " i m m i n e n c y " has been phrased
i n various ways. I n the case of Jackson v. Walbers * the
Louisiana court s a i d :
There must be at least a reasonable probability that the injury
will be done if no injunction is granted, and not a mere fear or
apprehension.
I t is interesting to contrast the dvPont v. Potash &
Hirsch case with that of Standard
Brands, Inc. v.
Zumpe*
The latter case relates to the issuance of a
* Jackson v. Walbers. 2 La.App. 53 (2d Cir. 19251.
o Standard Brands, Inc. v. Zumpe, 264 F.Supp. 254, 152 USPQ 731
(E.D. La. 1967).
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permanent injunction after trial. In denying the re
quest for an injunction, the court noted:
Absent imminence of disclosure, an injunction shall not issu<>
Disclosure has not been shown to be either imminent or evr-nt'ially inevitable.
Walter T. Zumpe had been a Plant Manager for
Standard's Chase & Sanborn Product Division in New
Orleans before resigning to join William B. Reily &
Company, Inc. The Reily company operated a plant in
New Orleans just a few hundred yards away from
Standard's plant. Reily made a coffee blended with
chicory marketed under the trade name "Luzianne."
Zumpe was hired as Reily's Vice President and Gcnpr.il
Manager in charge of production. Standard operated
a pilot plant engaged in testing and improving its coffee
and tea products. Since Zumpe had access to and lia<l
received much technical information, including trade
secrets, as Standard's Plant Manager, Standard sought
an injunction to prevent him from working for Reily.
Among other points, Standard contended that Zumpe
could not discharge his duties for Reily without "inevitably" disclosing Standard's trade secrets.
The court disagreed, noting that Reily had nn existing plant for the manufacture of coffee (compare—
Potash was just getting into the business) and did not
need know-how or secrets from Standard (Potash had
tried to license know-how from duPont). Furthermore,
the nature of Reily's business was somewhat different
and there was no evidence of an intention by Reily t<>
"market a new dry coffee concentration in the foreseeable future." (Potash intended to manufacture and
market in direct competition with duPont). Thus, th'>
court concluded:
It is doubtless true that Zumpe may be tempted to use his
confidential information to Reily's benefit, but, because of th"
nature of Reily's business, it does not follow that disclosure i*
inevitable.
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IDE.

T H E INADEQUACY OF MONEY DAMAGES A S A REMEDY.

Ordinarily a court will deny a request for a preliminary injunction if it considers the matter essentially
rectifiable at the time the case is tried. Although a lawsuit can remain pending for months and even years before trial, most courts prefer that a trial judge, who has
the benefit of a full presentation of the facts at trial, issue whatever orders are appropriate. Thus, if it appears
that a matter can reasonably wait until trial, and any
damage done be remedied then, a court will usually not
issue a preliminary injunction. Hence, it is essential
to demonstrate to the court the consequences of permitting the former employee or his new employer to
make use of the trade secrets pending the outcome of
a trial.
Unlike many commercial transactions including patent
disputes, trade secrets constitute a most unique property
right. "What other right vanishes on disclosure? In a
lawsuit over patent infringement, for example, the trial
court can decide to issue a permanent injunction to prevent future infringement and can assess damages for
past infringement. The patent remains intact. Therefore, in most patent infringement suits, courts tend to
deny motions for preliminary injunctions.
But in a lawsuit over a trade secret, a trial judge may
not be able to decide to issue a meaningful injunction.
Obviously, no court can enjoin disclosure once it is made.
And since trade secrets often represent the kind of
know-how that disappears into a manufacturing process
or a product, it may no longer be practical to attempt
to enjoin the " u s e " of that trade secret. And a court
is not about to enjoin the operation of a plant or the
manufacture of a product unless the trade secret is essentially synonomous with the manufacturing process or
product. There have been some such instances. One
occurred in Head Ski Co. v. Kam SM Co.e in 1958 where
« Head Ski Co. v. Kaffl Ski Co., 158 P.Supp. 919, 116 USPQ 242
(D.Md. 1958).
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the court found that the defendants, former emplovpi>-of Head Ski, would not have "had the idea of makiiiir :i
metal s k i " but for their work for Head Ski. The con it
attributed essentially all of their ski making opera tin:!
to the know-how acquired during their employment lr.
Head Ski. The court stated:
In the instant case . . . defendants' entire operation has I mm
built upon plaintiff's techniques, methods, materials and <]<•
sign. In such a case, an injunction against manufacture of t!i>
product is appropriate.

In the ordinary case, however, a trade secret, li!;."puff—the magic dragon," may disappear into existin"
processes and product lines and not be clearly (listin
guishable. Moreover, the knowledge, once possessed l>\
the marketplace, cannot be erased. Therefore, assuniiii-.'
the facts so indicate, it is necessary to impress upon tincourt at the time a request for a preliminary injunction
is made of the fact that a trial court may be stripped nf
the power to issue a meaningful injunction, no matter
how warranted, because of intermediate events or arK
unless those events or acts are enjoined pending the trial.
In the absence of an injunction, you must rely <>M
monetary damages. But the contribution of the secret
information to competitor's products or processes generally may not be measurable in dollars and cents. Yu
less, as in Head Ski v. Kam Ski, the entire product ran
be attributed to the trade secret information, it may
simply not be possible to determine which portion of a
given process or product is utilizing a trade secret and
how much contribution that trade secret is making t"
the profitability of any particular product, as opposed,
say, to increased advertising, a reorganized or stron<_" -r
marketing program, or other modifications to the proce—
or product. Where the facts permit such isolation of a
trade secret's contribution to a process or product liti"
then its further use may be enjoined and damages assessed. But where the trade secret is fungible, then sue!
an assessment becomes extremely difficult. It is in tie-
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latter instance that a court will most likely issue a preliminary injunction.
As noted earlier, a preliminary injunction is important
in a trade secret case. It not only prevents disclosure
and further damage pending trial, but it can also serve
as an indicator of the ultimate outcome of the case.
Having obtained a preliminary injunction, it is reasonable to conclude that the court was satisfied that you
at least have a prima facie case and probably can prevail
at trial. The converse, however, is not necessarily true.
That is, failure to issue a preliminary injunction does
not necessarily mean that the court has decided you are
not likely to prevail at trial (although this, of course,
may well be true) but the court may simply not have
been persuaded of the urgency for an intermediate
remedy. The court may have felt that the circumstances
were such as to justify waiting for a trial and that
adequate relief could be had then.
A trade secret case follows the normal pattern of
litigation, although, as we have seen, the early stages
take on heightened importance and sometimes can be
decisive. After the preliminary injunction stage, further
discovery through written interrogatories and oral depositions may be had. Considerable time may elapse
during which that discovery takes place, additional motions are filed and, perhaps, settlement discussions are
held. Time, in a trade secret case, in the absence of a
preliminary injunction, is usually on the side of the
former employee and his new company or employer.
A motion for summary judgment, such as that made
in the duPont v. Potash case, rests on the premise that
there are no issues of fact in dispute. If that is true, and
only issues of law have to be resolved, then a trial is
pointless and a court should resolve the issues of law
on such a motion. But, it should be recalled, the court
denied Potash's motion for summary judgment because
it could not reach a conclusion from the facts before it.
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Pre-trial conferences with the Judge assigned to the
case may give rise to a basis for settlement but otherwise a trial date will be assigned. The evidence at the
trial will essentially constitute a more elaborate presentation of the same points noted earlier with respect to
proof of the existence of a trade secret. During the
trial, counsel for the employer will emphasize the extent
of damages to maximize recovery. Where it appears
that the former employee has done well and that success
can be attributed to the trade secrets, then the former
employer will seek recovery of those profits. But where
the former employee, perhaps due to start-up problems,
has not fared well, the former employer will probably
concentrate on his losses as the measure of damages,
arguing that the former employee's inability to make a
high profit initially was attributable to a high initial
capital investment or to early management or marketing
mistakes. The former employer will attempt to show
that loss of the trade secret resulted in loss of a marketing position, loss of market share, loss of ability to influence market price for his product, and, if applicable,
loss of possible licensing revenue.
If the former employer is successful, the trial will end
with an award of damages and a permanent injunction.
If the former employee is successful, it may end with a
judgment in his favor and, depending upon the existence
of counterclaims (for matters outside the scope of trade
secrets), an award of damages or other relief depending
on the nature of those counterclaims.
In summary, the decision to file a lawsuit against a
former employee for the wrongful taking of trade secrets
should be a deliberate one, made after careful evaluation
of the extent of that former employee's knowledge, the
extent to which measures have been taken to safeguard
the information so that it is protectable as a trade secret,
and the extent of damage that may result from that
former employee's disclosure or use of the trade secrets.
Upon a determination that a lawsuit is justified, prompt
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action should be taken to obtain a Temporary Restraining Order and Preliminary Injunction to prevent disclosure and use of the trade secrets by the former employee
pending the outcome of the trial.
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in International News Service v. Associated Press,™ trade
secret and breach of confidence causes. It might be possible to stretch Section 43(a) to cover some of these areas
if the case is a strong one and the wrong is deliberate,
but it does not seem reasonable to depend upon Section
43(a) as establishing a broadly-based federal law of
unfair competition in these areas.
Accordingly, there appears to be a need for a new
legislation,38 such as S.3681, introduced by Senator McClellan in the Second Session of the 89th Congress, which
would amend Section 43 of the Lanham Act expressly to
cover, in positive terms, all areas of unfair competition.
37 248 U.S. 215 (1918).
See Pattishall, "U.S.A. Courts and the Prevention of Unfair Competition," 53 Trademark Rep. 599 (1963); Peterson, "The Legislative Mandate of Sears and Compco: A Plea for a Federal Law of Unfair Competition," 69 Dick. L. Rev. 347 (1965).
38
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John W. Leonard

THE PROTECTED RIGHTS OF
THE EMPLOYEE INVENTOR
IN HIS INVENTION

Section 111 of the Patent Act of 1952 requires that an
application for a patent be made in the name of the inventor, and the subsequent sections allow few exceptions
to the requirement that the applicant be "the original
and first inventor". Special problems arise when the
•inventor is an employee, for the employer should be entitled to some rights in the invention, especially if he has
employed the inventor specifically to solve a problem for
which the invention is a solution. The apportionment
of rights in an invention between the employee-inventor
and his employer has been the subject of much litigation
and discussion in this and other countries, and the diversity of solution reflects the complexity of the problem.
Some countries attempt to establish criteria and formulas
which completely define the respective rights of the
employee-inventor and his employer, while others rely
heavily on their courts and contracts between the employee-inventor and his employer to define their respective rights. All countries recognize a disadvantage in
the bargaining position of I he employee, and impose some
limitation on the employer's ability to acquire rights in
an employee's invention through a contract, or terms of
service, concluded in advance, hereafter referred to as
an assignment in anticipation. This paper focuses on
the extent to which various countries have limited the
effect of assignments in anticipation between the employer and employee through independent judicial and
statutory determination of their rights.
In the United States it is customary for an employer
to require an employee to enter into an assignment in
anticipation. 1 As in other contracts, actual and valuable
consideration is required in order for such agreements
1

Costa, Inventing in Employment 87.
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to be valid, but the adequacy of such consideration may
not be inquired into short of fraud.2 Thus, the employment itself or the continuation of such employment is
sufficient consideration to support an assignment of an
invention which falls within the scope of the hiring. 3
During the term of employment an invention is considered to be within the scope of the hiring if the subjectmatter is definitely or indefinitely related to the employer's business.4 A sufficient relation would be subjectmatter that the employer could manufacture, or that
concerned his machines, or that involved work assigned
to the employee, or that affected any business of the employer.5 If an employee is hired to invent, a blanket
agreement to assign all inventions made during the term
of employment is valid.6 The rules regulating free competition, as laid down in the so-called anti-trust laws, are
not violated since the employee is free to terminate his
employment, and is not hindered in earning a living by
working in his chosen profession or occupation.7
A covenant requiring assignment of inventions made
after the employment has terminated must be limited
in subject-matter to those inventions related to the employer's business, or it will be unenforceable.8 A provision to assign all future inventions, unlimited as to
subject-matter and time has been held invalid.9 A limitation of time of ten years does not validate such a blanket
provision.10 However, a provision requiring assignment
of all future improvements on a particular machine which
was itself assigned has been held valid.11 A similar
provision limited to the same general art in which the
2

Costa, op. cit. 97 (supra is implied).

» Costa, op. cit. 92-3.

*5 Costa, op. cit. 119.
Costa, ibid.
«7 Goodyear Tire and Rubber Co. v. Miller 22 P2d 363 (9th Cir. 1927).
Rezac, Assignments of Inventions to Employers Here and in Europe,
15 N.Y.U. Intra. L. Rev. 219 (1960).
s Costa, op. cit. 118.

»Guth v. Minnesota Mining and Mfg. Co., 72 F.2d 385, 22 U.S.P.Q. S9
(7th Cir. 1934), Cert, denied, 294 U.S. 711 (1935).
io United Shoe Machinery v. LaChapelle, 212 Mass. 467, 99 NE289 (1912).
« Aspinwall Mfg. Co. v. Gill, 32 Fed. 697 (C.C D. N.J. 1897).
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employee specialized has also been held valid.12 The
diverse decisions of the courts when faced with an assignment in anticipation that purports to operate after the
employment has terminated indicate that no meaningful
generalization is possible.13 This accounts for the unsupported statement by Neumeyer that "violation of the
anti-trust laws may exist if contract provisions contain
unreasonable restraints in terms of time, space or
subject-matter", and a similar statement by Arthur M.
Smith that "blanket assignments of all employee inventions in any field whatsoever are so broad that they may
be challenged if an inequitable situation is created." 14
Several judicial doctrines influenced by the master and
servant laws supplement the rights that an employer can
acquire through an assignment in anticipation with his
employee. In the classical case of Aqawan Woolen Co.
v. Jordan, 7 Wall. 583, 19 L. Ed. 177 (1868), where the
employer contributed the general principle or plan of
the invention and the employee used his workmanship and
mechanical skill to give it form, the court held that the
employer was the inventor and the owner of the patent.
Costa terms this doctrine "inventorship", and states that
it is founded on the theory that conceiving an inventive
idea is more basic to the act of invention than a reduction
to practice. 15 Short of a new and independently patentable invention, whatever contribution the employee may
have made to the completed resultant invention is attributed to the inventive conception of the employer.16
An implied contract to assign the employee's invention
to the employer is found when an employee is hired to
invent, and does in fact invent the specific, invention for
which he was hired or one incident thereto. 17 This doc12 Indep. Electric Co. v. Jeffrey Mfg. Co., 76 Fed. 981 (C.C. S. D. Ohio
1896).
is Costa, op. cit. 116-121.
i*Neumeyer, Employee's Rights in Their Inventions, 44 J.P.O.S. 709
(1962); Smith, A., Patent Law 698.
is Costa, op. cit. 39.
i« Costa, op. cit. 65.
" Standard Parts Co. v. Peck, 264 U.S. 52 (1924).
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trine has recently been extended into the field of an agreement to assign future inventions.18
A shop-right is a non-exclusive royalty-free license
created by operation of law that the employer has in the
invention of his employee. It requires a contribution
Jrom the employer in materials or appliances,19 that the
inventing take place during the employment (in the performance of assigned duties or during the hours of employment) and the consent of the employee (which may
be implied from the 'facts')- 20 A shop-right may not be
assigned,21 but does pass to the successor in business,22
iind exists for the life of the patent.28 The scope of a
shop-right in the context of the recent opinions extends
to the employer's legitimate business requirements,24 and
includes articles made by another for the employer.24
The more liberal view is that a subsidiary's rights inure
to the benefit of the parent company.20 However, the
possessor of a shop-right is under the limitations of no
standing to bring an interference suit and no right to
license another.
In the United Kingdom, the main limitation on assignments in anticipation between the employee-inventor and
his employer is the doctrine which invalidates express
terms found to be in restraint of trade. 27 During the
term of employment, an agreement to assign will be valid
if it is reasonably necessary to protect the interests of
Ihe employer, but will be invalid if it requires assignment of inventions which are not remotely concerned
with the employer's business.28 Any attempt to require
18

Costa, op. cit. 130.
"> U.S. v. Dubilier Condenser Corp., 289 US. 178, 53 S. Ct. 554, 77 L. Ed.
1114 (1933).
2« Costa, op. cit. 10-18.
2i Hapgood v. Hewitt, 119 U.S. 226 (1886).
22 Wilson v. J. G. Wilson Corp., 241 Fed. 494 (D. Va. 1917).
23 Wiegand v. Dover Mfg. Co., 292 Fed. 255 (N. D. Ohio 1923).
2-1 Tin Decorating Co. v. Metal Package Corp., 37 F.2d 5 (2<1 Cir. 1930).
2->Schmidt v. Central Foundry Co., 218 Fed. 466 (D. N.J. 1914), affd
229 Fed. 157 (1916).
2" Papazian v. American Steel and Wire Co., 155 F. Supp. Ill (N. D. Ohio
1957).
27
Neumeyer, op. cit. 707; Rezac, op. cit. 219.
28
Rezac, op. cit. 220.
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assignment after the termination of employment is invalid as a restraint of trade. 29 As in the United States,
several judicial doctrines have matured which serve to
decide the rights of an employee-inventor and his employer in the absence of or in addition to an agreement
to assign. These doctrines stem from the old master and
servant laws, and are applied when conformable to the
express or implied conditions of the contract of employment.30 Thus, the master is considered to be the owner
of any invention which was produced by his servant
from the inventive idea of the master, regardless of the
assistance he has had in developing the main and leading inventive idea.31 In addition, suggestions of one employed to develop a specific invention belong to the master, as do any improvements in the mechanical details
of his equipment.32 The above situations result in the
master being declared the inventor and owner, but he
may also be entitled to all the rights of ownership when
his servant is the inventor, but is considered to be a
trustee for the master. Such a situation occurs when
the servant is employed to improve the manufacture of
products of the employer.33 The courts take note of the
terms of the contract of employment, the relative positions of the master and the servant, and the circumstances under which the invention was made.34 The employee is considered a trustee when, during the course
of his employment and during working hours, he makes
an invention while following the instructions of the employer and using his materials. 35
One problem in Great Britain is that the courts do not
apportion rights in an invention between the employeeinventor and his employer, but rather have a winnertake-all attitude. 36 This was alleviated somewhat in 1949
2» Electric Transmission Ltd. v. Dannenberg, 66 R. Pat. Cas 183 (1949).
Neumeyer, op. cit. 702.
Fox, The Canadian Patent Law and Practice 155.
32 Fox, ibid.
M
British Reinforced Concrete Eng. Co. v. Lind, 34 R.P.C 101 (1917).
84
Neumeyer, op. cit. 703.
8
» Barnet Instruments Ltd. v. Overton, 66 R.P.C. 315 (1949).
30
Neumeyer, op. cit. 705.
80
81
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with the addition of section 56 to the Patent Act which
allows the Comptroller-General of the Patent Office to
apportion benefits of an invention between the employeeinventor and his employer upon application by the
parties.
In Canada, the courts apportion the rights in an invention in certain cases through the doctrine of an implied license. Such a license might be implied from the
relationship of master and servant, or from a term in
the "contract of service" which requires assignment
to the employer of all inventions of the employee and is
therefore invalid as being in restraint of trade. 37 When
an employee devises a method of construction for doing
the work in which he is employed and uses the property
of the employer and the services of other employees and
assents to the use of his invention by the employer, an
irrevocable license is impliedly granted to the employer,
similar to the American shop-right.38 The extent and
nature of an implied license is determined from the circumstances and nature of employment, and the type of
business conducted by the employer.39
A different attitude toward the regulation of the effect
of assignments in anticipation is adopted by the civil law
countries. The most dramatic example is that of West
Germany, which has adopted the general principle that
the rights and obligations provided within its special
Act of 1959 cannot be set aside by an agreement to the
disadvantage of the employee.40 Before analyzing the
German Act, it would be helpful to know the law of Austria on the subject, since the German Act was influenced
bv Austrian law when Germany absorbed Austria in
1938.41
In Austria, the Patents Act of 1925 as re-enacted in
1950 provides that the employee and employer can only
contract as to "service inventions", and that the em87

Fox, op. cit. 364.

38 Fox, ibid.
so Pox, op. cit. 365.
40
Neumeyer, op. cit. 701 (citing section 22 of the German Act).
41
Neumeyer, op. cit. 678.
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ployee-inventor is entitled to all rights under the patent
in the absence of an agreement to the contrary. A "service invention", in Austria, is one whose subject-matter
is within the employer's field of work, and: 1. the activity
that led to the invention was part of the employee's duties (narrow scope) or 2. the stimulus to the employee
that led to the making of the invention came from activity
within the enterprise (stimulated by occupational circumstances) or 3. the making of the invention was substantially facilitated by use of the experience and resources from the enterprise (broad scope includes the
experience gained from employment and the contribution by the employer). The employer is entitled to an
assignment or license in .such an invention, and the employee is entitled to reasonable special compensation for
the rights taken by the employer.42 .An employee who is
hired to invent is entitled to special compensation only
If his salary is not already reasonable compensation.43
Any disputes are settled by the courts, and the employee
is entitled to any rights in the invention later surrendered by the employer.44
West Germany has attempted to legislate the complete
rights of an employee-inventor and his employer in an
invention of the employee. In order for the employer
to have any rights in such an invention, it must have been
made during the term of employment, and any. attempt
to require assignment of inventions made after termination of employment is contrary to law. However, the
employer may have the employee agree to refrain from
competition for a limited period after termination of
employment, and a period of three years has been held
to be sufficiently limited.45 The employee is required to
report in writing any invention he makes to his employer,
and the employer is required to determine if it is a "service invention" or a "free invention", and if the former
42
43
44
4r

Neumeyer, ibid.
Neumeyer, op. cit. 679.
Neumeyer, ibid.
' Rezac, op. cit. 227.
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[ he must declare within four months whether he will claim
\ complete or limited rights in the invention.48 A "service invention" in Germany is one which was stimulated
| by the employee's functional activities in the employer's
'• business or was based on the experience or operation
I of the business, and all other inventions are "free inventions". A service invention is the only type in which the
employer can claim rights, and it should be noted that the
German definition of a service invention is substantially
the same as the Austrian definition. If the employer
agrees that the invention is free, the employee may exploit it. However, if the invention is within the employer's field of business, the employee must offer the employer a nonexclusive license. The duty of loyalty that
the employee owes to the employer forbids him from
competing with the employer, or from permitting a competitor of his employer to exploit the invention.47
If the employer claims rights in the employee's invention, the employee is entitled to adequate special remuneration. The "Rules for the Determination of the Compensation for Inventions made by Employees in Private
Service", enacted in July, 1959, provides a detailed
formula for determining the amount of "adequate, special remuneration". The main factors which are conisidered are the commercial utility (value) of the invention, the position, and responsibility of the employee in
the employer's business, and the extent to which the
employer's business contributed to the making of the
invention.48 The value is computed by subtracting the
'operation costs from the yields due to the use of the
invention, or from an estimate of future yields or is
determined from a license analogy in which the cost of a
license in the invention is estimated.49 In this manner,
a value is estimated for a purely defensive patent. The
importance and extent of an employee's contribution
« 7 Rezac, op. cit. 220.
<
Rezac, op. cit. 221.
4S
Laude, The Compensation for Employee Inventions in Germany, 44
J.P.O.S.
772 (1962).
9
< Laude, op. cit. 773-5.
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to the invention is then computed to determine the percent of the employee's share in the invention, and his
compensation can then be calculated by multiplying the
value of the invention by the percent of the employee's
share. In determining the percent of the employee's
share in the invention, a pre-determined weight is given
to the extent of the employee's contribution in recognizing the problem, in working towards the solution and to
the position and responsibilities of the employee within
the company.50 A special committee in the patent bureau
decides all disputes regarding the above calculations.51
The other European countries regulate the effect of an
assignment in anticipation to a lesser extent than West
Germany. Switzerland requires that an employee receive
special and adequate consideration for an assignment
of an invention whose subject-matter is not within the
field of the employer's business.52 Any agreement to
the contrary is declared void.53 If the employee was
hired to invent ("inventive activity comprised in his
service duties") his salary is considered to be adequate
consideration.54 It is not certain whether an employer
can validly require assignment of inventions made after
termination of the employment, but such a provision
limited in scope to the field of the employer's business
and in time to a term of three years or less would probably be valid. The custom is to make the employee agree
not to work for a competitor for a period of three to five
years. 55
Prance has no specific legislation, unlike most other
countries, on the subject of assignments in anticipation,
and the courts will invalidate such an agreement only
if the "right of free enterprise" is violated.56 The right
of free enterprise requires special remuneration for an
BO Laude, op. cit. 776-80.
51
Takino, The Protection in Japan of Inventions by Employees During
Course of Their Employment, 39 Wash. L. Rev. 564 (1964).
52 Rezac, op. cit. 226.
53 Swiss Civil Code Book V Title X sec. 343.
64
Rezac, op. cit. 226.
" Rezac, op. cit. 229.
MNeumeyer, op. cit. 677; Rezac, op. cit. 227.
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assignment of an invention whose subject-matter is not
within the field of the employer's business.57 As in
Switzerland, the salary of a man hired to invent is considered to be adequate consideration for the assignment
of his invention. After termination of employment, an
assignment in anticipation must be limited in time to a
term of three years or less, and in subject-matter to that
within the field of the employer's business.''8 A striking
feature of French law is the possibility of common ownership when a single person cannot be singled out as the
inventor, as held by the Com1 de Cassation on November
29, 1948.59
Italy defines and limits the employer's rights in an
invention of his employee by Italian Royal Decree No.
1127 of June 29, 1939. An employer owns the invention
if the employee was hired to invent or if the invention
was made in the performance of a labor or service contract. 60 In the latter case, the employee is entitled to
reasonable compensation. The employee owns the invention if he is in a category where inventive activity is not
expected.61 However, the employer has a preemptive
right to an exclusive or non-exclusive license if the subject-matter of the invention is within the field of activities of his enterprise. 62 Arbitration is available if a dispute arises. After termination of the employment, the
limit of the employer's rights is a presumption that an
invention was made during the term of employment if the
former employee files an application for patent within
one year of the termination of employment and the subject-matter is within the field of activities of the employer's enterprise. 63
Belgium does not permit an assignment in anticipation
of inventions whose subject-matter is not within the field
of the employer's business. If the employee is a type
who is not normally expected to produce an invention,
57
Rezac, op. cit. 221.
08
Rezac, op. cit. 227.
S9
Takino, op. cit. 562.
00

Neumeyer,
Rezac, op.
Neumeyer,
63 Rezac, op.

61
62

45-025

op.
cit.
op.
cit.

cit. 683.
226.
cit. 683.
229-30.

0 - 8 5 - 2 0
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an agreement to assign an invention whose subject-matter is within the field of the employer's business will be
invalid, unless special remuneration is provided. In
doubtful cases, there is a recent tendency to grant coownership.0'1 After termination of the employment, the
"odre public" upholds an assignment in anticipation
only if it is reasonable and operates for a limited time.
The factors that are considered in determining reasonableness are the length of time employed, the importance
and remuneration of the employee, the nature of the employee's specialization, and the field of the employer's
business.66
The Netherlands has set up guide lines in their Patents
Act of 1910, as amended in 1931, 1936, and 1954, which
must be carefully followed. Any departure therefrom is
null and void, and may make the entire contract null and
void. If an employee makes an invention that entails
the application of special knowledge and the position of
the employee in his employer's business requires him to
have that special knowledge, the employer has full title.66
If the invention is important, the employer and employee
must agree on special remuneration based on the financial importance of the invention to the employer and the
circumstances in which it was made.07 Either party may
apply in writing to the Patent Office for a determination,
which is binding on the parties. An agreement to assign
inventions which is not limited to the field of the employer's business is valid only if it provides adequate, special remuneration. In the absence of such an agreement,
inventions outside of the field of the employer's business belong to the employee. Under Dutch Civil Law,
sec. 1637, an assignment in anticipation after termination of the employment is valid if it contains reasonable
limitations. The courts will declare an agreement in64

Rezac, op. cit. 223.
05 Rezac, op. cit. 228.
oo Rezac, op. cit. 223.
67
Neumeyer, op. cit. 682.
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valid if it is too unreasonable, and the customary limitation on time is two years. 88
The Scandinavian countries of Denmark and Sweden
have special laws which determine the rights that an
employer and an employee-inventor have in his invention, and Norway is currently preparing a similar law.*9
Denmark's statute is the most recent, having been passed
in April of 1955 as Act No. 142. It applies to all employees, whether in private employment or the public
service, and is designed to foster "decent business practices" while eliminating "evidently unreasonable business results." 7 0 The employer may acquire rights in
an invention of his employee if the subject-matter is
within the employer's sphere of activities, and the employee is entitled to reasonable, special compensation
unless the invention is a service invention.71 A service
invention, in both Denmark and Sweden, is one made by
an employee who has a special duty to invent, or an invention resulting from an employee following a specific
order or task assigned by the enterprise. 72 Denmark
recognizes a "company invention", which the co-operation of a number of persons has produced and when it is
not possible to identify a single person as the inventor.
After termination of employment, the employer may not
limit the former employee's activities for more than one
year.78
Japan enacted rules regarding employee inventions in
1959, which became effective on April 1st, 1960. The act
declares that assignments in anticipation are valid only
as to service inventions, and are null and void as to free
inventions.74 A service invention is defined as one which
is within the scope of the employer's business and which
was brought about by acts which were part of the employes Rezac op. cit. 228.
«» Neumeyer, op. cit. 676.
'« Rezac, op. cit. 224.
TI Rezac, ibid,
re Neumeyer, op. cit. 694-7.
i» Rezac, op. cit. 228.
T*Takino, op. cit. 553.
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ee's duties, past or present. 75 An assignment in anticipation is valid only during the term of employment, and
the employer has no rights in an invention made after
the employee retires, even if it is within the scope of the
employer's business. The employer has a non-exclusive
licease in a service invention similar to the American
shop-right, and may contract for an exclusive license or
a complete assignment. He must pay the employee reasonable, special compensation for either of the latter two
rights, which is calculated according to the profit obtained
or anticipated from the invention and the degree of
contribution by the employer to the development of the
invention.76 If the employee breaches the assignment in
anticipation, the employer's rights are limited to damages.
The U.S.S.R. has laws regarding inventors which are
somewhat indicative of the problems faced by all governments with respect to their employees. An ordinance
was enacted in 1959 in an attempt to encourage invention,
disclosure and implementation in a non-competitive system in which the employee does not acquire proprietary
rights in his invention. The Soviet Union classifies the
fruits of an inventive act in three groups: inventions,
discoveries, and efficiency suggestions. Money awards
are made to the innovator based upon the estimated or
calculated annual savings attributable to the use of the
innovation.77 The operating manager of the organization employing the innovator determines whether or not
to adopt and utilize the innovation, as well as the rouble
amount of annual savings.78 If the innovation is successful, the manager receives a reward for the implementation. The greatest difficulty in determining the compensation to be given to the innovator is calculating the
annual savings due to the use of the innovation, since the
compensation is found by applying a sliding scale to
the annual savings. Disputes are taken to the courts.
76
76
77
78

Takino, op. cit. 554.
Takino, op. cit. 553.
Neumeyer, op. cit. 685.
Clesner, Inventor's Payment Determination in the U.S.S.R., 6 P.T.C.
J 226 (1962).

2211
370

Journal of the Patent Office Society

An interesting analogy can be made between the problems the Soviet Union is having in fostering invention
and disclosure and the efforts of the United States government to stimulate and reward its inventing employees
who are deprived of proprietary rights in their inventions. A controversy has arisen about the best apportionment of rights in an invention when the employeeinventor is a company. The sections in the Atomic Energy Act and section 305(a) of the National Aeronautics
and Space Act which provide for government ownership
of any inventions made in the performance of any work
under government contract have provoked the assertion
that the government should receive only a royalty-free
non-exclusive license since few companies would bother
to develop inventions commercially or to expend vast
sums and time without patent protection.79 The importance of a Federal policy that would foster invention development and disclosure by contractors and employees
has been stressed.80 Yet, most of the arguments in favor
of such a policy can be applied to the private sector as
well.81
The laws of all the countries reflect a realization that
an employer should have some rights in the inventions of
his employee, since the employer provides the facilities,
tools, materials and invests in the employee's labor and
brains. However, the laws also reflect a realization that
the employer is in an advantageous bargaining position
in concluding assignments in anticipation, and this paper
has attempted to discover the extent to which various
countries have limited the effect of such assignments
through statutory and judicial determination of the
rights of an employee-inventor and his employer. The
trend of recent legislation in the countries studied is to
79
Patent Rights Under Government Contracts, National Association of
Manufactures of the United Statesof America, 9 (1960).
-J *° Symposium on Patents, Copyrights and Trademarks, Need for a federal
policy
to foster inventions disclosures, 34 (1965).
81
McTierman, Employee-Inventor Compensation Plans, 46 J.P.O.S. 475
(1964).
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relegate the concern with the proprietary rights in an
invention to a secondary level, and instead focus on an
equitable apportioning of the profits from the invention
between the employee-inventor and his employer. Such
a policy seems bet suited for achieving a fair and reasonable distribution of the benefits of the invention, as well
as stimulating the development and disclosure of employee inventions.
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E M P L O Y E R ' S AND E M P L O Y E E ' S RIGHTS IN P A T E N T S
ARISING FROM T H E EMPLOYMENT
I.

INTRODUCTION

The Patent Act of 1952 prohibits the issuance of a patent if any
applicant "did not himself invent the subject matter sought to be patented." 1
Under this statute, only the discovering employee can obtain a patent for
an invention which he has discovered during the course of his employment.
The employee-inventor's rights have long been limited, however, by the
doctrine that "where one is employed to make an invention and succeeds
in accomplishing that task during the term of his service, the invention is
the property of the employer, and the employee is bound to assign any patent
which he may obtain to his employer." 2 Where the doctrine is applicable,
the remedy of specific performance is available to compel an assignment
should an employer be faced with an unwilling employee. 3
Balancing between the two extremes of complete ownership by the
employee and complete ownership by the employer, the courts have developed case-doctrine intended to provide substantial justice and to effectuate
the intention of the parties. By dividing the legal situations into three main
classifications — where a contract specifically provides for the employer's
patent rights in an invention; where there is an express or implied contract
to invent; and where there is only a general employment contract — a
workable body of law may be obtained from the confusing myriad of cases. 4
II.

A N EXISTING CONTRACT SPECIFICALLY REGULATES T H E
P A T E N T R I G H T S I N ANY F U T U R E INVENTIONS

A S in any area of potential conflict, possible conflicts in patent claims
can best be avoided by an agreement among the parties which specifies their
respective rights. As a Michigan court stated in deciding that a complicated factual circumstance did not give rise to an implied contract to assign
1. 35 U.S.C. § 102(f) (1954). A limited exception is stated in 35 U.S.C.
5 118 (1954) :
Whenever an inventor refuses to execute an application for patent, or cannot
he found or reached after diligent effort, a person to whom the inventor has
assigned or agreed in writing to assign the invention or who otherwise shows
sutlicient proprietary interest in the matter justifying such action, may make
application for patent on behalf of and as agent for the inventor on proof of the
pertinent facts and a showing that such action is necessary to preserve the rights
of tl'.e parties or to prevent irreparable damage. . . .
The applicant must also make an oath that he believes himself to be the "original
and first inventor." 35 U.S.C. § 115 (1954).
2. 1 WALKER, PATENTS § 407 (Deller 2d cd. 1964).
3. Since Mississippi Glass Co. v. Franzen, 143 Fed. 501 (3d Cir. 1906), patent
assignment contracts have been held subject to the remedy of specific performance.
Accord, Universal Winding Co. v. Clarke, 108 F. Supp. 329 (D. Conn. 1952).
4. See RESTATEMENT (SECOND), AGENCY § 397 (1958). For an excellent article,
see Bishop, Employers, Employees, and Inventions, 31 So. CAL. L. REV. 38 (1957).
See also Cornfeld, The Employer-Employee
Relation in Patent.Law, 32 J. PAT. O F P .
SOC'Y 345 (1950).
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to the employer: "the case illustrates the advisability of reducing contractual
relations to writing where the parties contemplate that any invention made
by an employee during the course of his work shall belong to the employer."5
Recognizing this principle, companies which employ personnel likely to
discover patentable inventions procure from such employees at the time
of hiring, an assignment of any future patents which may be obtained by
the worker. The standard clause refers to inventions "during the term of
said employment related to the employer's business."6
Inasmuch as the desirability of such an arrangement presupposes the
existence of an enforceable contract, it presents as much a question of
contract law as of patent law. Thus it is necessary that the requirements of
a valid contract — such as adequacy of consideration7 — be met. Neither
can the contract be unconscionable ;8 it must contain the necessary mutuality
of remedy for specific performance,9 and its enforcement may be bar.ed
by the defense of laches.10
The requirement of an adequate consideration in the patent assignment contract between an employee and employer h '.s usually been met.
Generally, mere hiring or continued employment has been determined to
be sufficient.11
Furthermore, the standard patent assignment contract has not been
found to be inherently unconscionable,18 even in view of the fact that the
company is usually in a much stronger bargaining position than the employee. This is true even though no royalties are given to the inventor
under the contract and the invention is not used.18 However, if the agreement is not limited in time to the duration of employment or in subject
matter to the business of the employer, unconscionability will result.1* It
5. Gear Grinding Mach. Co. v. Stuber, 282 Mich. 455, 276 N.W. 514, 516 (1937).
For a treatment of these express contracts see ELLIS, PATENT ASSIGNMENTS ch. 13
(3d ed. 1955).
6. E.g., Rotary Lift Co. v. Clayton, 127 F. Supp. 176 (D. Mass. 1954). While
an assignment contract is usual, the same legal rules would apply to a license agreement. See Woodruff v. New State Ice Co., 197 F.2d 36 (10th Cir. 1952) ; Bowers v.
Woodman. 59 F.2d 797 (D. Mass. 1932).
7. United States v. Dubilier Condenser Corp., 289 U.S. 178 (1933) ; Corthell v.
Summit Tred Co., 132 Me. 94, 167 Atl. 79 (1933) (adequate consideration not found).
8. Guth v. Minnesota Mining & Mfg. Co., 72 F.2d 385 (7th Cir. 1934), cert,
denied, 294 U.S. 711 (1935). See 19 M I N N . L. REV. 485 (1935).
9. Triumph Elec. Co. v. Thullen, 228 Fed. 762 (E.D. Pa. 1916), aff'd on other
qroimds, 235 Fed. 74 (3d Cir. 1916).
10. Gas Tool Patents Corp. v. Mould, 133 F.2d 815 (7th Cir. 1943) ; Reese
Folding Mach. Co. v. Fenwiels, 140 Fed. 287 (1st Cir. 1905).
11. Patent and Licensing Corp. v. Olsen, 188 F.2d 522 (2d Cir. 1951) ; Hebbord
v. American Zinc, Lead & Smelting Co., 161 F.2d 339 (8th Cir. 1947).
12. Goodyear Tire & Rubber Co. v. Miller, 22 F.2<1 353 (9th Cir. 1927) ; DuPont
Rayon Co. v. Palcv, 4 F. Supp. 290 (N.D. 111. 19331, aff'd. 71 F.2d 856 (7th Cir. 1934) ;
Briggs v. United Shoe Mach. Corp., 92 N.J. Eq. 277, 114 Atl. 538 (1920), cert, denied.
254 U.S. 653 (1920).
13. Briggs v. United Shoe Mach. Corp., supra note 12.
14. Guth v. Minnesota Mining & Mfg. Co.. 72 F.2d 385 (7th Cir. 1934), cert,
denied. 294 U.S. 711 (1935) ; Pressed Steel Co. v. Hansen, 137 Fed. 403 (3d Cir. 1905)
(dicta). It should be noted that some cases speak of these contracts as being an
unreasonable restraint of trade and thus contrary to our antitrust public policy, as
well as being unconscionable. See, e.g., Chadeloid Chcm. Co. v. H. B Chalmers Co..
243 Fed. 606 (2d Cir. 1917).
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r
is possible for a court to avoid the effects of the application of this general
rule by construing the assignment — employment contract as divisible,
separating the employment term from subsequent time periods, and holding
the contract valid only as to inventions discovered during the period
of employment.15
In most instances, the required assignment of unlimited subject matter
patent rights for a limitless period of time will be held unconscionable
in toto, while a required assignment for the period of employment will,
if otherwise valid; be upheld. The crucial time limit separating validity from
non-validity in cases falling between these two extremes is the somewhat
nebulous "reasonable time after the termination of employment." The
determination of a "reasonable time" is a factual question which will turn
on the employee's type of work, the technique or art's status in the industry,
and other relevant circumstances, as well as the extent of the time period
itself. A one year extension of the requirement after employment has
ended has been held valid,16 while a ten year period has been found to
be unconscionable.17
As previously noted, the law finds unconscionability in the assignment
of unlimited subject matter for a limitless period. The cut-off point for
unconscionability relative to the assignment of subject matter, assuming an
unlimited time clause, is also found in a reasonableness concept. There
may be enforcement of a contract to assign inventions made after employment where the inventions are in a reasonably limited field,18 or in a specific
limited line,19 or where the assignment is reasonably restricted, if such
coverage is necessary for the protection of. the employer's business.20 A
contract requiring a machine designer employed by a winding machine
manufacturer to assign patent rights related to clutch designs, even though
discovered after the termination of employment, has been held valid where
the new designs were particularly pertinent to winding machines; a requirement to assign patents to inventions in the entire field of clutch design,
however, would be invalid.21
The equitable remedy of specific performance demands that the contract possess mutuality of remedy. Thus, where the employment contract
is for an indefinite time, specific performance of an assignment clause in
the contract cannot be obtained, inasmuch as the assignor-employee could
not obtain specific performance to force continued employment for a specific
period of time.22
15. Guth v. Minnesota Mining & Mfg. Co., supra note 14.
16. Universal Winding Co. v. Clarke, 108 F. Supp. 329 (D. Conn. 1952).
17. United Shoe Mach. Co. v. La Chapelle, 212 Mass. 467, 99 N.E. 289 (1912).
18. Universal Winding Co. v. Clarke, 108 F. Supp. 329 (D. Conn. 1952).
19. Dry Ice Corp. of America v. Josephson, 43 F.2d 408 (E.D.N.Y. 1930).
20. Chadeloid Chem. Co. v. H. B. Chalmers Co., 243 Fed. 606 (2d Cir. 1917) ;
Hulse v. Bonsack Mach. Co., 65 Fed. 864 (4th Cir. 1895).
21. Universal Winding Co. v. Clarke, 108 F. Supp. 329 (D. Conn. 1952).
22. Triumph Elec. Co. v. Thullen, 228 Fed. 762 (E.D. Pa. 1916), aff'd on other
grounds, 235 Fed. 74 (3dCir. 1916).
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Laches, another equitable concept, may also bar the plaintiff-assignee
where he unreasonably delays in bringing his action for enforcement, or leads
the employee to believe that he is not interested in the particular invention.21
If the general contract requirements have been met, the patent assignment clause in the employment contract will be upheld. In practice, as with
the enforcement of any contract, as much depends upon the courts attitude
of interpreting each type of contract as upon the theoretical legality of the
agreement. As the basis of patent law is to provide an incentive to inventors, judges generally are reluctant to imply an agreement to assign,24
although once an agreement is found, the provisions are broadly applied.25
Thus patents obtained on inventions conceived during but patented after
employment,28 patents obtained during employment but prior to the execution of the assignment contract,27 and patents obtained which relate to the
employer's business but which are the result of private invention on the
employee's own time,28 have all been held subject to assignment to the
employer. Inventions discovered by the employee prior or subsequent to
his employment, however, have generally not been considered to be within
the assignment requirements unless the employment agreement has so
provided.29 In addition, the employer-plaintiff has the burden of proving
that the employee's invention is within the scope of his "business" as it is
denned in the contract.80

III.

T H E EMPLOYEE IS HIRED TO INVENT

Absent an express contract granting the employer an interest in any
invention made by his employee, the general rule is to award the invention
to the employee in toto.31 However, this practice is subject to an exception
which is based upon an implied contract to grant the employer an interest
23. Gas Tool Patents Corp. v. Mould, 133 F.2d 815 (7th Cir. 1943); Reece
Folding Mach. Co. v. Fenwick, 140 Fed. 287 (1st Cir. 1905).
24. United States Colloid Mill Corp. v. Myers, 6 F. Supp. 283 (S.D.N.Y. 1934).
25. United States v. Dubilier Condenser Corp., 289 U.S. 178 (1933).
26. New Jersey Zinc Co. v. Singmastcr, 71 F.2d 277 (2d Cir. 1934) ; Fullman v.
Steel City Elec. Co., 2 F.2d 4 (3d Cir. 1924).
27. United Aircraft Products, Inc. v. Warrick, 79 Ohio App. 165, 72 N.E.2d 669
(1945) ; United Aircraft Products, Inc. v. Cruzan, 76 Ohio App. 540, 62 N.E.2d
763 (1945).
28. United States v. Houghton, 20 F.2d 434 (D. Md. 1927), o#'rf. 23 F.2d 386
(4th Cir. 1928) ; Detroit Lubricator Co. v. Lavigne Mfg. Co., 151 Mich. 650, 115
N.W. 988 (1908). Also, the ownership of the employer's business may change from
time to time. The employee is still bound to assign to the new owner. Guth v.
Minnesota Mining & Mfg. Co., 72 F.2d 385 (7th Cir. 1934), cert, denied, 294 U.S.
711 (1935). Intracomnany transfers have no effect on the agreement Goodyear Tire
& Rubber Co. v. Miller, 14 F.2d 776 (S.D. Cal. 1926).
29. Standard Plunger Elevator Co. v. Stokes, 212 Fed. 893 (2d Cir. 1914). And
where there is such a specific provision, it is strictly construed. Gas Tool Patents
Corp. v. Mould, 133 F.2d 815 (7th Cir. 1943).
30. Triumph Elec. Co. v. Thullen, 228 Fed. 762 (E.D. Pa. 1916). aff'd on other
grounds, 235 Fed. 74 (3d Cir. 1916).
31. E.g., Solomons v. United States, 137 U.S. 342 (1890) ; Howard v. Howe,
61 F.2d 577 (7th Cir. 1932), cert, denied, 289 U.S. 731 (1933).
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in future.patented inventions.82 The exception applies where the employee
is hired to invent, either in a general or specific area.
From such an employment relation, based on either a formal or an implied contract, the law implies an agreement by the employee to assign
to his employer any future patent rights in inventions related to his employment and discovered during the term of employment83 This employment
relationship may exist where the employee's entire job consists of inventing
or where he is to solve only a particular problem requiring an inventive
solution.34 The employee in either case reasonably understands "that such
inventions as resulted from his performance of the contract should belong to
the employer, [and that] the employee is under an implied obligation to
assign any patents acquired by him for said inventions to his employer."85
Since there is an implied contract for the term of the employment, the
employer need not have a prior specific agreement to assign any inventions,86
and he can compel an assignment in equity.87 In Standard Parts Co. v.
Peck,39 the leading case in the area, an employee was held not to have an
interest in an automobile front spring that he had been hired to invent.89
A situation requiring a difficult application of this theory exists where
the employee is not hired to invent, but discovers an invention as a direct
result of his employment. It has generally been held that such circumstances
do not give rise to an implied contract to invent. In United States v.
Dubilier Condenser Corp.*0 the Supreme Court held that two government
employees were under no obligation to assign patents on a radio device
perfected by them, even though their invention was only an extension of
their work in the development of remote control bombs and torpedoes.
Another circumstance which creates difficulty in the interpretation of this
32. Perhaps one may; conceive of another exception applicable to the narrow
situation where the employee holds a peculiar position of trust in the company. Such
would be the case where the employee pirates and patents an invention in his own
name, after having been entrusted to manage the total operation of a company manufacturing the invention. See Transparent Ruler Co. v. C-Thru Ruler Co., 129 Conn.
369, 28 A.2d 232 (1942). See also Dowse v. Federal Rubber Co., 254 Fed. 308 (N.D.
111. 1918).
33. The invention may be achieved on or off the job, but it must be in the employers line of business.
34. E.g., Goodyear Tire & Rubber Co. v. Miller, 22 F.2d 353 (9th Cir. 1927)
(scneral contract to invent) ; Lion Mfg. Co. v. Chicago Flexible Shaft Co., 106 F.2d
930 (7th Cir. 1939) (having to develop a specific device). See 4 WALKER PATENTS
§§ 375-76 (Deller 2d ed. 1964).
35. National Development Co! v. Gray, 316 Mass. 240, 55 N.E.2d 783, 787 (1944).
36. Houghton v. United States, 23 F.2d 386 (4th Cir. 1928), cert, denied. 277
U.S. 592 (1928).
37. Tennessee Copper & Chem. Corp. v. Martin, 4 F. Supp. 38 (D.N.J. 1932),
aff'd, 66 F.2d 187 (3d Cir. 1933).
38. 264 U.S. 52 (1924). See 36 HARV. L. REV. 468 (1923). Another important
Supreme Court case with this view is United States v. Dubilier Condenser Corp.,
289 U.S. 178 (1933).
39. E.IJ., Wireless Specialty Apparatus Co. v. Mica Condenser Co., 239 Mass.
158, 131 N.E. 307 (1921); Air Reduction Co. v. Walker, 118 Misc. 827, 195 N.Y.
Supp. 120 (Sup. Ct 1921).
40. 289 U.S. 178 (1933).
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rule occurs where the employee is hired for his expertise in a certain field
to aid in the development of the company's product. Here again, the lawdoes not imply a contract of assignment41
Court application of this doctrine places the burden of proof on the employer to show that there was in fact a hiring to invent,42 and there must be a
very strong showing of favorable circumstances to imply such a contract.43

IV.

T H E EMPLOYEE INVENTS USING THE EMPLOYER'S
RESOURCES — T H E SHOP-RIGHT DOCTRINE

Just as an employer may obtain an implied assignment of future patents
by hiring an employee to invent, he may abo obtain an implied license to
use the employee's invention if the employee has utilized the employer's
resources in the discovery.44 This doctrine is based upon two theories.
First, when an invention is discovered through the use of an employer's
facilities, the employer as a matter of justice is entitled to free use of the
invention.48 The second theory finds an implied contract to grant a license
to the employer, the consideration given by the employer being the use of his
resources. However, since this latter basis is contractual, the employeeinventor must also assent to the employer's use.48 It should be noted that in
either case this shop-right of the employer is a mere license and not an
assignment granting full title.47 Neither is shop-right license an exclusive
one; 48 others may be licensed by the patentee-employee. However, the
41. American Circular Loom Co. v. Wilson, 198 Mass. 182, 84 N.E. 133 (1908):
Gemco Engineering & Mfg. Co. v. Henderson, 82 Ohio App. 324, 77 N.F~2d 742 (1947).
42. Heywood-Wakefield Co. v. Small, 87 F.2d 716 (1st Cir. 1937) ; State Bd. of
Education v. Bourne, 150 Fla. 323, 7 So. 2d 838 (1942). Another courtroom rule, this
one of evidence, is whether prior express assignments of the employee's invention
justify the conclusion that he was hired to invent It has been stated that this is conclusive evidence. Magnetic Mfg. Co. v. Dings Magnetic Separator Co., 16 F.2d 739
(7th Cir. 1926), cert, denied. 274 U.S. 740 (1927). But the better view would limit
the evidentiary force of this fact short of allowing it to be conclusive. See Bowers v.
Woodman, 59 F.2d 727 (D. Mass. 1932) ; Pressed Steel Car Co. v. Hansen, 137 Fed.
403 (3d Cir. 1905), cert, denied, 199 U.S. 608 (1905).
43. Howard v. Howe, 61 F.2d 577 (7th Cir. 1932); Gear Grinding Mach. Co. v.
Stuber, 282 Mich. 455, 276 N.W. 514 (1937).
44. This situation, where the employee actually achieves a patentable invention
by discovering the scientific principle, should be distinguished from another possible
situation where the employer uses only mechanical skill in giving form to his employer's principle. In such a case the employer, not the employee, is the inventor and
has title, not a license. See Agawan Woolen Co. v. Jordan, 74 U.S. 563 (1898):
Pembroke v. Sulzer, 265 Fed. 996 (D.C. Cir. 1920).
45. United States v. Dubilier Condenser Corp., 289 U.S. 178 (1933).
46. McClurg v. Kingsland, 42 U.S. (1 How.) 187 (1843). As in McClurg. some
cases allow this assent to be implied from circumstances, e.g., the allowing of the
employer to utilize the invention. Other cases liave required an expressed assent.
Solomons v. United States, 137 U.S. 342 (1890).
47. Whether an officer of a corporation may be considered an employee within
the shop-right doctrine is subject to some disagreement See American Stoker Co. v.
Underfeed Stoker Co. of America, 182 Fed. 642 (W.D. Pa. 1910) ; contra. Dalzell v.
Dueber Watch Case Mfg. Co., 149 U.S. 319 (1893); Detroit Testing Laboratory v.
Robinson, 221 Mich. 442, 191 N.W. 218 (1922)>
48. Solomons v. United States, 137 U.S. 342 (1890).
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license is presumed to be gratis49 and it is up to the employee to show that
the employer agreed to pay a royalty.50
The shop-right doctrine is a doctrine of the common law initiated as
far back as 1843 in McClurg v. Kingsland?1 In that case, suit was brought
by assignees of the employee-patentees against the employer for infringement. The verdict was for the defendant on the ground that he possessed
a license to use the invention (an improved method of casting metallic
cylinders and cones) since it had been developed by using the employer's
physical facilities and on the employer's time.82
But while the shop-right theory may be easily and concisely stated as
implying the grant of a license from an employee's use of his employer's
facilities, the finding of a use sufficient to warrant the application of the
rule in a particular situation involves a complex factual determination. The
use of company time and materials has been deemed sufficient.83 Utilization
of the employer's tools, any labor assistance from fellow employees and
company funds are other resources of the employer. In each case, the court
must make a decision as to the equity of implying a license in the particular circumstances.04
The employer's claim under the shop-right theory is limited to inventions applicable to his business58 and it is coextensive only with his business
requirements.56 The shop-right is also limited in extent of time. In Withington-Cooley Mfg. Co. v. Kinney,57 the court divided inventions into three
CE.tegories: processes, machines for making articles or products for sale, and
articles or products made for use or sale. Processes provide shop-rights for
the life of the patent as do any inventions or articles made for use or sale.
However, the invention of a machine permits a shop-right only to the use
oi that specific machine.

-59. Gill v. United States, 160 U.S. 426 (1896); Barry v. Crane Brothers Mfg.
Co., 22 Fed. 396 (N.D. III. 1884) ; contra. Deane v. Hodge, 35 Minn. 146, 27 N.W. 917
(1886) (but this case is against the overwhelming weight of authority).
50. Wilson v. American Circular Loom Co., 187 F e d 840 (1st Cir. 1911).
51. 42 U.S. (1 How.) 187 (1843). The Court also based its decision on the fact
that tiie employer liad been allowed by the employees to utilize the invention and thus
the employees had abandoned their exclusive patent rights.
11. For the shop-right doctrine in general, see ELLIS, PATENT LICENSES §§ 67-73
( Dehors ed. 1958).
53. Pure Oil Co. v. Hyman, 95 F.2d 22 (7th Cir. 193S). The use of company
timc, material and labor assistance was deemed sufficient in Scott v. Madison Woolen
Co., 3 F.2d 331 (S.D. Me. 1925).
51. "This is an application of equitable principles. Since the servant uses his
masters time, facilities and materials to attain a concrete result, the latter is in equity
i.ntitled to use tliat which embodies his own property and to duplicate it as often as
he mav find occasion to eiriplov similar appliances in his business." United States v.
Dubilicr Condenser Corp., 289 U.S. 178, 188-89 (1933).
55. Small v. Heywood-Wakefield Co., 13 F. Supp. 825 (D. Mass. 1936).
56. Pure Oil v. Hyman, 95 F.2d 22 (7th Cir. 1938). And where the patent
obtained by the employee has other applications besides those in the employer's business,
the shop-right onlv extends to the use in the employers business line. Crites v. Radtke,
28 1". .Supp. 282 ("S.D.N.Y. 1939).
57. 68 Fed. 500 (6th Cir. 1895).
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Another limitation on the shop-right is its non-assignability. The
license implied under the theory is a personal right of the employer's firm,
and only the business-employer or his corporate successor may legitimately
use the invention.88 This prohibition on third-party assignment is consistent
with the limiting of shop-right subject matter to the employer's business.

V.

CONCLUSION

By focusing on the contract between the employee and his employer,
and characterizing this relation into three main divisions, a body of law
may be obtained capable of analyzing the many cases dealing with the conflicting patent claims of employers and employees.
An express contract between the parties will govern and require assignment by the employee. However, in the absence of an agreement regulating their conflicting interests, the employee and his employer must resort to
case law to ascertain their patent rights. An employment contract to invent,
either generally or as related to a particular problem, implies an agreement
to assign resulting patent claims to the employer. A general employment
contract has no such result, yet if the employee uses the resources of his
employer, the shop-right doctrine implies a license in the employer. Absent
the application of any of the above rules, the employee retains full and
absolute title to the patent.89
Thomas C. Siekman
)
58. E.g., General Point Corp. v. Kromer, 68 F.2d 40 (10th Cir. 1933), cert, denied,
292 U.S. 623 (1934).
59. See RESTATEMENT (SECOND), AGENCY § 397 (1958). However, where an

employer has adequately overcome his burden of establishing an interest in the employee's invention, the employee may still avail himself of two defenses — release or
estoppel. The defense of a release, in this area as in any other{ settles the controversy
between the parties. So a release by which the employer relinquishes all rights and
claims he has in the patent is a valid defense. See Cahill v. Regan, S N.Y.2d 292, 157
N.E.2d 505, 184 N.Y.S^d 348 (1959). Estoppel obviously is also a doctrine not
confined to the patent field. If the employer previously insisted that the invention was
not made during the employment [Texas Co. v. Gulf Refining Co., 26 Fid 394 (5th
Cir. 1928), cert, denied, 278 U.S. 625 (1928)1, or where he rejects the invention
[Parker Rust-Proof Co. v. Allen, 231 Mich. 69, 203 N.W. 890 (1925)], he is later
estopped from claiming whatever rights he may have had.
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passed Single Court of Appeals Act wiD
presumably eliminate forum shopping.
The
Re-examination Act wQl presumProsWem, Inventors USA Ltd.
ably strengthen surviving patents.
These new enactments, however, hare
not yet been tried in court.
V
It is important that the U.S. Patent
Office operate as efficiently as pOttfl»jX
W M * Mo« I* pratfdant d Hnmton U3A l a l , a atrtcSy
Every patent application deserves the
non-prctt ounrtratton b a n d in Wotoattar, MA.
most stringent exarmnarjem. When a
oonalatlnD ol protaaaionalB NAOCB p^ttppaa b> to toattr
patent is granted, it should have unparpMMnt ratonn and to aduceta and Inform tftoaa ratgAtng
alleled strength so the obviousness
tavaUrioa m tha natd ot mvarflon. H * is mo piaaUam
clause may not be used against it.in
c* Waftar NoU Company, tneu Naflcfc, MA, an R&O and
court as a legal tool or as a means to
manulachftoQ ooncam. Ha ana torcnarty v 0 i RayBwon,
infringe upon the inventor's rights. Tms
I8M. Arthur O. U n a . Laboratory tor ClacOontoi and tna
would reauire absolute top-notch patNananal Radto Co.
ent examiners and easily available fifing
and reference systems.
Such changes would be expensive,
but would help the inventor. The days
of the obviousness clause would be
dead. Many new technologies woold.
become available.
Inventors USA Ltd. is a noo-proA
Spickd to Design Newt
group of concerned citizens, serving
without recompense. Its purpose Is to
upon her by her patent: therightto sue sponsor patent reform and to advise and
Notkk, MA—The technological advanand defend. However, the infringer was educate those that either have or think
tage that the United States has enjoyed
able to "forum shop": to choose the they have useful Inventions.
may soon vanish. Others, notably
federal district where the court action
Patents sometimes are necessary,
Japan, are encroaching on our status.
was to take place. And there the judge, since most companies will not co raider
Washington is reacting, forming comunfamiliar in patent/technical matters, anything new unless it is covered by a
mittees, hiring consultants, doing many
ruled in favor of the conglomerate. My patent. (A Boston company, with the
things—but it ts not asking advice from
friend lost her business investment, her cooperation of a fellow inventor organiinventors, the very people we depend
market, $73,000 in legal fees (it now zation, has just opened the door a
upon to promote new technologies and
costs an average of $250,009 to defend a crack. In a trial experiment, it is allowstimulate growth.
patent in court, and the tab is continual- ing Interviews with inventors having B
Inventions come from every segment
ly incicastng)? and she lost her patent as patented ideas that do not conflict with
of our country. Many of our inventions
well. The culprit in this case was the existing product Unes. This Is the start
emanate from independent inventors,
working in kitchens, or basements. "obviousness clause" of patent !aw. of a promising breakthrough. Hopefully
^nvijuinrr. often ixmns* ;»n s>l»<iirv '•.> Thar i*;, •« th* eyes of rnany ruling more companies will do the same.) Pat'
foresee problems and to come up with judges, if an invention is simple and is ents are not always necessary* however.
obvious after it has been fully ex- It is possible to create a market and yet
an idea to solve them. The legwcrk
plained, it then becomes obvious that maintam secrecy by different methods. necessary to bring the idea to reality is
someone will have the same idea. Coca Cola does not have a patent and
where the difficulty lies, at first. So a
mechanic may create an electronic guidAnother member of Inventors USA therefore opportunities for others to
ance system, a dentist may create a new
invented a ratchet wrench. A large com- infringe upon it do not exist. Par Coca
adhesive and an electrician, a new type
pany was able to have the patent de- Cola and many others, a registered
of carburetor. Being Americans, they
dared invalid, much the same u with trademark offers the greatest protecting
believe the patent system will protect
our other member, thus minimizing the of aU. It reflects on the quality, integritheir invention. Unfortunately, this be- leverage ot the inventor and the impor- ty, and reputation of the manufacturer.
lief may be a major difficulty.
tance of royalty payments. The judge
Inventors are advised to locate a lethat presided defended his judgment gitimate
non-profit
inventor*
Here is a case history of a member of
our Inventors USA Ltd., who followed "with the pronouncement that anyone organization such as Inventors USA.
could have invented the wrench. This There should be no charge for attending
the rules of patent law.
remark probably will become a classic. meetings, where subjects such BS.patent
While in the process of mass-producA national television commentator law and marketing are discussed.
ing a useful patented invention, this
once said that if Thomas Edtson existed
As a parting thought I remind all
woman's product caught the eye of a
today, he would most likely be cheated, inventors: Learn as much as possible on
large hardware supply conglomerate
that patents would be stolen, and that legal and marketing aspects before bv
that was skilled in obtaining patent
rights, ft had copied the product, manu- little could be done about H. vesting any time or effort on a possible
Continued appeals to congressmen invention and especially before trying
factured it in huge quantities in Hong
have finally resulted in legislation which for a patent. And beware of any organiKong and flooded the USA market,
possibly will be of assistance to the zation that requires monetary payments
mining her chances for deserved profindependent inventor. The newly for supposed helpful services.
Q
its. She exrrciied the right bestowed

Patents, inventions
and inventors
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Loaned Science Returns as Competition
will aoon start rolling off Nissan
Rv Dan Morgan
*Ptttmatf*ru^
Motors' first US. assembly plant
in Tennessee.
In the 1950s and '60a, In'We're handing it to the .lap- #
ventor George Devol took out
anew on a platter* said Devol,
'several dozen patents for what
now 71. "I just can't understand
He called his "programmed artiAmerica."
cle handling device.* He felt sure
that American industry would be
Stories such as thut, repeated
revolutiooiied by hts idea*.
BCTIKS a wide spectrum of U.S.
industry, raise deeply troubling
The patents were soon acquestions about the nation's abilquired try a struggling young
ity to compete in the demanding
company called Unimatxm, anxbusiness conditions of the Inforious to cash in on the new techmation Age.
nology that seemed certain to
The United States developed
sweep the country.
Rut UJS. companies showed ' the first computer-controlled robot*, the transistor, the intelittle interest in Unimation's
grated circuit, the video cassette
recorder, the communications
laser, fiber-optic cable, gene
splicing and the software that
enables computers to design, test
and manufacture products.
Yet good ideas percolating out
of research laboratories and maproducts, and in 1968 the comchine shops have not guaranteed
pany in desperation made a deal
the health of American industry.
with Kawmaki Heavy Industrie*,
Japanese companies are attend <>f
allowing the Japanese firm to
or equal to the United States in
use its know-how.
nevera) of the businesses that
Devol's "prog ram mad article grew out of those innovations.
handling device b known today
b something fundamentally
as a robot And today. Japan
wrong with U.S. management?
leads the world in the manufacAre foreigners "ripping off* preture and use of industrial robots.
ctotts American technology? |rtas
Now. Kawasaki and other
the country sold its ideas withJapanese companies sell robots
out giving enough thought to the
to America's industrial giants,
impact on its future industrial
which are belatedly acknowledgcompetitiveness? Is America desing the merit in Devol's ideas.
tined to relive the economic deKnwaiMiki robots, based on techcline of Great Britain, another
nology acquired from Unimatioq, .nation, snth a proud history of
wtUwork OQ^uttoinDbflea/lhet' ' ' See ffcCHNOLOG Y, AM, CoL 1
•sh * * * w ^ ' * . - « * ^ T r f l • -.'

HiGHTfeCH:

to
to
to

LEMNGHOME

ladnstnal rohol with vUoa undergoes tenting at CM Techafcal Center in Warren. Mich,
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F/
Philip Villrns iieur right,
chairman of AntiMiialix, a
inumifacliirer of industrial robot*
that made "a sort of dcvil'n |iacl"
with a Ju|iaiKfle company; lcft,-an
Autoinalix extended*reach robot.
Inventor George Devol, far N
ri^hl, who devised curly
industrial robots: "We're
handing [American
know-how] to the Japanese
on a platter. I just can't
understand America."
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U.S. Science Sows
Foreign Competition
Contributing to thti una ncrt Tokyo burtttu chief Tncy Dahiby, who
conducted intvvmn in Japan, and Hobart Rowen, tenia- nonomin urit-,
tr. Staff rtmnhtr Cain Pratt atttittd with tht rrporting and meanh..
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' fanntioB and teirawaajtal innovation? Can an open, unplanned society
that tolerate * hjgh degree of economic confusion nirvive the challenge
of societies opeiaUng on the principle of consensus and dear national ob.jaetrws?
' Tbj> aeries examines than questions in the light of the technology
trade with Japan, America's principal economic rival The ever increasing
pace of technological advances and the way both nations use the new discoveries pkry a controlling rote in the rise of aome industries end demise
of others.
Movement of technology from one country to another, through sab of
a patent, purloining of a trade secret, the visit of a student, publication of
a technical paper, establishment of a joint business venture or acquis two
of a foreign company can influence the balance of economic power between countries in the 1980s as surely as the petroleum trade did bi the
1970s.
It can aound the death knell of an industry, and cost American jobs, as
it has in parts of the steel industry bit by imports of Japanese and South
Korean steel manufactured with the newest continuous-casting processes.
For industrial countries, technology a a particularly precious asset, a
trust for the future, that can help offset the competitive advantages that
lower wages and leas expensive social programs give aome other nations.
As the United States shifts slowly from a manufacturing to an "information" economy, emerging high-technology industries offer one hope for
generating new wealth and new jobs requiring skills greater than those
available in overseas labor forces.
While high-technology industries in themselves will not generate
enough jobs to salve the U.S. unemployment problem, application of a
wide range nf technologies to dozens of industries at least holds out the
hope for a more productive, competitive and growing (IS. economy.
Ironically, American technology has played an emnnoin n>te in the
emergence of the Japan now challenging the United States for economic
supremacy.
lacking natural lesources and excess manpower, Japanese industry has
prospered by s near-tanatical emphasis on maximum exploitation of advanced technology.
Between 1950 and 1980, Japanese companies acquired almost all of the
world's availahle advanced technology by signing at least 30,000 licensing
or technical agreements with western companies, mainly American. The
price paid by Japan in royalties and fees has been about tlO hilltun, tern
than one-ruth of what is spent in the United States for research and development in one year.

Exports Provide Ind tut rial Baa*
IJ.S. license* and advanced equipment have provided the base for numerous Japanese htgh-technolnfrv industries.
One example: UJS. computer graphics systems and electron-beam etching devices were used by Japan to produce 64,000-bit computer memory
chips ahead of American chip makers.
Another example: The Pentagon-hacked sale of dozens of sophisticated
U-S. aerospace technologies to Japan under • joint weapons-production
program a helping to create an advanced Japanese aircraft industry.
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Thai ratmm, transfer of technology, in the faserest of stmtfhening •
military tlly. ts upending the capability of Japans espsiirfin* eoanaercial
aircraft industry to compete agamst Bora* and McDoaneO Dooglss bv
theyearZOOO.
« * w ~ 07
'Japan b d a b * to t» what m did h Ewrapt attar World Wir a * Mid
Jacob Rabmow, cmmittwrt to tht National Bureau of Standards and
bolder of 218 U-S. patents. T h e y m taking our arieaea and nuking
product! out of iL"
However, few who operate out of DM aengme ronssa" of advanced industries tnmk that H would bt desirable, or even p o s s u ^ for Ainerica to
put a sodden lock on its trade secrets.
T h e DOTM • out of the bam," an t w n ^ m i executive end.
The web of transpacific business relationships that baa grown over the
years b much denser than meat Americana probably reafize. General Motors-Toyota. mM-Matsuahtta, General Motors-Faroe, General Ekctric-C
I ton. These are jutt a few of the bondreds of joint w i t n r ^ partnerships
or technical uVupa now in pom. Untaagfaa; tins web would be t l n o *
unthinkable now.
Moreover, the United States no longer enjoys a tarhnohaj nonrtpory
in this relationship. Japaneae steel cnrnpenies. Car example, are setting
VS. companies their procewei for runtinumM carting and cold ntfrng,
and Sumitomo Metal* Industries m helping U S . Sled build the fast U S .
mill capable of turning out 43-inch, Arctic-grade pipe.

Japaa Seeks Break th i-Mjfani
One of the most far-reaching comparisons of U S . and Japanese tecbonlngy, conducted last year by Japans Society of Science, Technology
and Kcnmmics, concluded that Japan was biferinr to the United States a •
56 key technologies but superior in SI. The survey examined 4.1 product!
in 37 industrial fields and compared tht degree of automation, methods .
for testing product quality and design techniques.
Between 1970 and 1979, the five largest Japanese computer chip companies filed for almost as many VS. patents (1,200) as the five largest
U.S. firms (1,500).
If the United States is having trouble with Japanese competition when
U.S. science and technology remain superior, some ask, what «nH the situation be Inter in the decade when Japan's concerted effort to create its
own breakthroughs in the "knowledge intensive" industries begins to bear
fruit?
Japan b not the world's oaty-techitnloeicafiy advanced country. French
aviation expertise, British computer software, Swedish robotics and Soviet missilery are impreswe.-But Japan is ci.«K'"K as the strongest challenger in the 1380a.
Tokyo's Ministry of International Trade and Industry (MITI), the soperagency that guided the successful export drive in automobues and consumer electromci in the 1970s, has put together consortiums of Japanese
companies and banks to develop computers that think Hke humans, "intelligent* robots, a supercomputer 1.000 times more powerful than anything sold by IBM. an electric car, fud-efTnent ceramic engines, crrbuo
dinxide lasers and a new generation of computer software.
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WHO'S WINNING THE TECHNOLOGY RACE
JAPAN VS OJSA.
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SOURCES: OFFICE OF TECHNOLOGY ASSESSMENT; JOINT ECONOMIC COMMITTEE;
CABINET COUNCa O N COMMERCE AND TRADE; JAPANESE SOCIETY OF SCIENCE.
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Pew US. industrialists underestimate the seriousness of this effort
Recent American viaitora to Japan, for example, have been impressed
with efforts under way there to develop a new generation of powerful
computers, capable of functioning at very high speed and emulating some
of the flexibility and creativity inherent in human thinking.
"If these projects are successful, which appears likely, advanced economic and military research in the United States may become dependent
. on access to supercomputers of (Japanese] manufacture,* concluded three
computer scientists from Lea Alamos National laboratory in a report
published in Science magazine last December.
For Americans who grew up in a postwar world in which the United
States seemed to hold a virtual monopoly on technological advances,
those statistics often seem bewildering. The United States has 124 Nobel
Prises in physics, chemistry and medicine to Japan's four, and American
scientists are hard pressed to name a single Japanese innovation that has
truly changed the world.
But Japan exports about $6 billion mom in high-technology products
to the United States than it imports. While the UJS. share of world trade
in high-tech products and technical information declined from 31 percent
in 1962 to 21 percent in 1979, the Japanese share rose from 5 percent to
14 percent
To some extent, the government reaction to this has focused on a need
to formulate policies that would safeguard U S . technological advantages.
James C. Abeggien and Thomas M. Hout of the Boston Consulting
Group in Tokyo haw called aak of civilian technology to Japan ai oarfain prices "» disaster" and "the biggest fire sab in history."
"With the benefit of hindsight, it n now apparent that many UJS. firms
•overestimated the permanence of their technological supremacy and un' derestimated the 'boomerang effect' of their technology licenses,1' Wash'
ington trade attorney Carl J. Green said.
Companies explain their licensing of technology to Japan by saying
that Japan's protectioniBt policies have often barred them from selling
UJS.-made products there. Moreover, they suggest, royalties are often
pure profit and help recoup past research costs. The $517,000 received by;
Unimation in royalty payments from Kawasaki in 1980 amounted to half
of the company's net earnings.
However, such royalty payments often teem sinaU compared with thebenefits to Japan. FtCA,. industrialists note ruefully, etui is receiving royalties for licensing color-television processes to Japanese companies,'
which compete aggressively with RCA.
At. the same time that the issue of technology safeguards is being
raised, there is equal concern that the United States not overlook its own
wdl-documented industrial shortcomings.
"The problem in this country isn't innovation. We innovate Hke hell.
The problem is that our developed industries don't adapt and adjust rapidly enough," said Prof. Leslie Eric Cross, acting director of the materials
research laboratory at Pc.raylvania State University.
In a report on Japan r.yi&ei in 1981, Washington consultants Harald
B. Malmgren and Jack Barsnson criticized U.S. h&^try for being too
quick to move factories abroad to take advantage of \rm wage rates, "rather than redesigning and reenpajerlng pn^^sti".3 lesi^iques to meet Japanese competition.*
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HIGH TECHNOLOGY TRADE
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JAPAN
$32 B
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Robeh R Reich, of the Kennedy School of Government at Harvard
University, criticized government research policies "subject to sudden
changes in national security needs and prevailing policies.''
Inventor Jacob Rabinow is critical of VS. corporate managers, a breed
that he said suffers from "technological illiteracy."
"They're hankers and lawyers ..... They'd rather sell a company than
straighten it out," he said.
For all the concern about the failures of VS. business, VS. policymakers stress the need for a sense of perspective. "Japan is not yet a tech*
r
nological giant," Undersecretary of Commerce Lionel H. Olmer said.
The race between U.S. and Japanese robotics companies shows whir It
may be risky to jump to conclusions about the demise of VS. industries.

A
*
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The Halted State* as Uaderdog

,

. The United States is undoubtedly the underdog. Japan, with about 130
robotics companies, is on the verge of a major export push that will put
new pressures on the United States. Although it now exports only about 5
percent of the robots it manufactures, Japan wants to increase that to 20
percent by the mid-1980s. "
This strong Japanese position is in some respects a natural outgrowth-J,
of Japan's earlier concerns about manpower shortages, rather than a far- sighted commitment to technological advances.
By 1972, these concerns had given rise to the Japan Industrial Robot
Association (JIRA), formed with the backing of MITL JIRA published <
papers, circulated technical information and raised the consciousness o&
Japanese businessmen about robots.
t:.
In 1980, an MITI-sponsored consortium comprised of 24 robot mad!-'
ufacturers and 10 insurance companies was set up to buy robots and lease'
them to Japanese manufacturing companies on,a trial basis. This was a *
major boon because plant managers no longer bore all of the risk of intraducing an untried and relatively expensive technology.
By contrast, the U.S. automobile industry, the largest potential market
for fledgling robot companies in the mid-1960s, faced no such problems.
Fear of labor union opposition, rather than potential manpower shortages, was the auto makers' dominant concern. General Motors, Ford and
Chrysler were then in the position of having almost no serious competition that might have whetted their interest in radical productivity gains.
The major asset of U.S. robot companies in the new competitive situation is quintessentially American: superior technology.
While Japan has excelled at the mechanical engineering required for
mass production of high-quality robot arms, gears and sensors, VS. companies maintain that they are ahead in the increasingly important field of
producing software programs that "teach" robots to perform tasks.
Automatix, a three-year-old company located in Billerica, Mass^ amid
one of the nation's fastest growing high-tech clusters a few miles from
Rte. 128, is an example of a company gambling on technology to beat
back the Japanese challenge.
Tucked away in the Massachusetts woods, Automatix exudes the hustle and bustle typical of small "start-up", companies founded by entrepreneurs eager to ride the expected boom in lasers, microwave communications, microelectronics, home computers, robotics and other Information
Age industries.
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In a workshop where gangly robot arms hang limply, half a dozen
young men stare intently into a tangle of wires protruding from the open
back of a computer. A guide explains that the men are "smart guys from
MIT" who might be up all night trying to improve a program that guides
the path of a robot arm along- the line where two pieces of metal come :
together to be welded.
In a nearby room, a visitor is invited to try his skill at "teaching" a robot Using a hand-held controller to make the robot arm move up, down,'
sideways and forward, the visitor moves the device into position while a'
computer records the trajectory to within eight-thousandths of an inch
and memorizes it for future use.
Automata started with excellent credentials and technical assets.
Its chairman, Philip Villers, had proved his entrepreneurial abilities a»
cofounder of Computervision, an aggressive computer graphics firm that
had experience in Japan in the 1970s. Vice President Victor Scheinman
helped design the "Stanford Arm" while working at the Stanford Artificial
Intelligence Laboratory.
'
And Automatix had acquired a valuable piece of software from the'
Stanford Research Institute: algorithms used to give robots a primitive
sense of sight, a step toward more versatile machines.
Automatix' major problem at the outset was lack of a robot for are"
See TECHNOLOGY, A19, Col. 1
'
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Battling to InnqvaUand Emulate: Intelvs. Nippon Electric
v-
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, rVrimlrtotiricroacoptata greatly magnified computar
chip one o^ytiat/ugujt. Peter toil of Intel Corp. ana
acmthipi'atarWngV familiar. In one of the tiny cells, two
tmateton weredlscoruieTtad Jfrcjn Jherset of the chifc and
dangled uselessly In their bed of silicon.
;
Su>U,*4«chyiie^girt
record
M-aaaeate WpaaVlbb huhad performed on Intel's 8086 ml'enprotaalor atveral r*"f««r1iet. h) had worked, correcting
the minor flaw in to* chip's logic, and the 8088 went on to
become phenomenally successful e» the "brain* in a wide
range of business computers, robots and. industrial machinery.
But what startled Stall waa that the chip under the micrmaipa waa not Intel's. It waa a product of Nippon Electric

Co.' (NKC) of Tokyo. Stnll concluded that he waa looking at a
Japanese copy so perfect that it even repeated the email imperfection in the original chip.
Intrigue of that kind in the $13 bilUon-a-year global market for computer chips has led to U.S. accusations of unfair

PART TWO
Japanese practices, ranging from copying to protectionism.
Critics of Japan say that ita efforts to gain supremacy in
computer chips, perhaps the single most important technology of the Information Age, are typical of the methods employed by "Japan Inc.*

"We're at war, no doubt about it," said a computer scientist from a large Uii. reaearch laboratory. "If I had money in
"Silicon Valley,' I'd get it out
It's just like any other war
lone."
VS. poHticiaaa are in a mood to strike back.
Democratic Reps. Don Edwards and Norman Y. Mineta,
from California's ecHafled Silicon Valley area, have introduced a bill l» give copyrigtst t*atection to chip daatgm.
They say the measure is needed to stop "pirate firms" from
flooding markets with copied designs that undcisell the innovating firms."
But some trade Bpedalista caution that there is a Japanese
side to this story. For one thing, U.S. companies are holding
their own in the competition.
Japan, whose share of the VS. chip market is well under
See TECHNOLOGY, Alt, Col. I
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10 percent, has made inroads in some kinds of chips, such as memories,
that store information. But the United Stated is dominant m mkmpromson, the "computers 011 a chip" that serve as brains for computers and
control* in dishwashers, jet aircraft, mttwilcx, industrial robot*, telephone
systems, traffic lighta and hundreds of other products.
Many eiperti insist that Japan's progress • not attributable to copying.
"The basis for the Japanese taking an ever larger share of the [chip)
market b not transfer of American technology," s»d » patent attorney for
a larxe U & company. "It's Japanese mariagewnt, equipment and a degree of cooperation between firm* that'* prohibited in this country."
Even the issues in the Intel-Nippon Electric dispute about alleged
copying of the 8086 microprocemir become firoier on closer inspection.
Intel contended that NEC wrongfully copied the chip's microcode, the set
of internal instruction laid out at a pattern of transistors on the chip's
memory. Intel counsel Roger Horovoy said the microcode was copyrighted
and could not be used without Intel's permission.
Officials from NECs ILS. sales company acknowledge that the microcode on then- chip is Identical to that on Intel's, including the flaw en{raved onto the original.
"If you're not 100 percent identical, you're dead. If you take the fatal
flaw out, it wouldn't ha compatible. We have chosen to be as dose to the
original as poaubk" said NECs David Millet, who is in charge of nationwide marketing of niicroproceaaora.
But NEC officials hi Japan and the United States deny that the conparty did anything wrong, contending that they had a right to produce
their own version of the chip under a 1976 agreement allowing both companies to use the other's patents.
NEC officials in this country say the question of whether the microcode can be copyrighted has never been decided in court, and Intel
agrees. And they say that NEC even sent Intel a 1979 announcement of
NEC's version of the 8088.
The story of the NEC-Intel dispute is representative of the suspicion,
tension and, often, grudging admiration that characterize the competition
between the two countries. It begins with the markedly different cultures
and societies fmm which the two have emerged.

BrflLUoolrtB
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The B—t* «f CoMpetltloa
Compared with the 84-year-otd NEC, Intel in an upstart company, an
example of American boldness and nerve that began with a few dozen
employes in Santa Clara, Calif., m 1968 and grew into a business with
19,000 employes worldwide.
Intel's stock in trade has been innovation. Since it was founded, the
company hat spewed out GnU, including the first microprocessor in I97;l
A founder, Robert Noyce, b one of the inventors of the integrated circuit,
which became a basic component of modem electronics.
Intel b also a sort of corporate melting pot that, like the nation itself.
has drawn its brain power from all over the world. Its current president
came to America as a refugee from Hungary in I9ft7; a senior vice president was born in Hungary, and an Israeli, an Italian and a Japanese are
credited with helping to develop several new Intel product*
NEC has succeeded in typical Japanese fashion: through rioted •'<'termination, aggressive marketing and initial reliance on U.S. UvhiuAyy.
inrloding that of Intel.

2235

2236
From the outset, NEC had financial and structural advantages over
Intel While Intel makes more than 80 percent of its income from the sale
of. chips, NEC is a conglomerate that produces computers, electrical*
equipment and other products. Chips account for less than 20 percent of
its revenue, so a temporary decline in that business can be offset by gains
in other products.
As a member of the influential Sumitomo industrial group, NEC could
draw on the financial resources of the Sumitomo Bank and on the marketing connections of the Sumitomo trading company. But Intel has depended for its financing on the vagaries of the U.S. stock market and
bank loans. For most of the last 10 years, Intel has had to borrow money
at much higher interest rates than NEC.
Until the early 1970s, NEC was no match for American chip makers.
The U.S. computer chip industry was expanding rapidly, thanks in part
to heavy government spending on chips for the Apollo man-on-the-moon
space program and the Minuteman intercontinental ballistic missile.
In 1973, computer scientists in Intel's laboratory scored a major breakthrough with invention of the first microprocessor. This was a watershed
not only for Intel, but also in the history of the information industry.
Until then, chips generally had performed only a single task, such as
adding, subtracting, multiplying or dividing. Combining those tasks required wiring together several chips on a bulky board. But a single microprocessor chip could perform all those functions. This meant, for example, that one computing chip could run a pocket calculator, shut off a
microwave oven, analyze blood or control traffic signals.
It was possible for general-purpose microprocessing chips to replace
more expensive, customized ones previously needed by industry. As microprocessors became more sophisticated, they increasingly began to do
jobs that previously had required large, cumbersome computers.
NEC claims to have developed an early microprocessor on its own at
about the same time as Intel This chip, the uCom 4, could handle simple
tasks such as operating a pocket calculator. But Japanese officials acknowledge that they have had trouble keeping up with U.S. advances in
microprocessors. To do so, Japanese companies have repeatedly relied on
U.S. patents and "reverse engineering."
Industry representatives make a distinction between reverse engineering, a generally legitimate practice in which one company's designs are
used as a model by another company's engineers, and copying, in which
imprints of circuitry are taken by using photographic and lithographic
techniques.
In the late 1970s, for example. NEC produced a version of Intel's 8(W()
microprocessor, the first chip complex enough to handle word-processing
programs. A new generation of mien'processor* was making possible the
era of small, n>i,n|>act |>ersonal computer-, in.t Intel was again in the lead.
Tomihiro Matsumara. NK("» -senior wee president lor research, acknowledged in an interview thai NKC attempted to make and sell its own
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comiwrable chip, "hut we did not succeed." So, he said, NEC engineers
analyzed the 8080, then laid out their own "completely different" version,
using NEC manufacturing techniques.
Roger Horovoy, Intel's general counsel until he left the company last
month, said Intel had no objection because NEC had used the 8080 only
as a model and not "copied" it.
Japan, he acknowledged, was becoming an innovator in rhips in its own
right Between 1974 and 1977, the government had poured at least $300
million into a research consortium that included NEC and five other,
companies. "They had come a long way with their own development.
They'd attained a status of their own," Bonivoy recalled.
Evidence of NEC's progress came in April, 197H. when Intel and NEC
signed an agreement that enabled each company to use the other's
patents. In the next several years, Intel was to utilize several NEC
patents for specialized types of chips.
By the late 1970s, NEC, Hitachi, Fujitsu and Toshiha were grabbing
significant shares of the world market in memory rhips. devices that store
information but do not perform the complex tasks of microprocessors.
But these companies still had problems with the far more complex microprocessors.
In 1978, a year before NEC completed its version of the S0.S0, lirtel
introduced a much more advanced microprocessor, the Nli.%. If crammed
:t(),000 transistors onto a quarter-inch-square piece of silicon, producing
as much computing power as some l%0s" computers that filled rooms.
The 8086 could handle not only word processing but also complex mathematics, and it and comparable microprtvessors are U-ing used in most
sophisticated personal and business computers, such as IBM's popular
personal model.
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NBC's representatives rccogmnd that the 8086 gave the United States
a decisive edge in silicon brain power. In 1978 they approached Intel
about supplying technical aid to produce the 8086 in return for a percentage of the money NEC would get from selling the 8086 in Japan.
But this time, Intel turned NEC down. NBC, in the midst of a U.S.
expansion program, was preparing to enter the international chip market
in a big way. It had just.purchased a California computer memory company called Electronic Arrays and was planning a second California facility for making memories and logic circuits.
"We weren't anxious to help our competitor," an Intel official said.
Instead, Intel made a deal with NEC's Japanese rival, Fujitsu.
Thwarted, NEC decided to go ahead with a version of the 8086 without
special help from Intel

CHIPS: A GLOSSARY OF TERMS
• SRcon* trie hard, Qroy, eghtweight material from which chips ore made.
Wafers of sificon are "doped" with impurities in selected places to change
electrical properties and affect the path of the cwrrent. lithography is used to
imprint tiny wires, or circuit*, on a chip's silicon layers.
• TrcMwstort an electrical switch HI a chip that can be turned on and off
in a controlled way to store or process data.
• Integrated circuit: a combination of transistors. The latest generation
contains as many as 100,000.
• Memory: a chip thai stores information.
• Microprocessor: a chip that performs some of the same tasks as a
computer,- the "brain," or control, in hundreds of pieces of equipment,
from cor engines to computers.
e Microcode: a software program that is the permanent set of instructions
on a microprocessor chip.
• Bit: A single " o n " or "off" signal, a single piece of electronic code, ft
takes several bits together to represent one letter, punctuation mark or
numeral.
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NEC's Matsumara acknowledged that the resulting chip is "interchangeable" with the Intel version, but he strongly denies that it was
"copied." Similarly, Robert Hinckley, an attorney for NEC in San Francisco, contends that NEC had a right to reverse-engineer the chip because
of the patent cross-licensing agreement of April, 1976.
NEC officials said it was no secret that they would produce the 8086..
Electronic News reported it and, NEC officials said, they sent a copy of
their announcement to Intel and received no protests.
NEC, however, had several problems.
For one thing, the Japanese company apparently had difficulties reproducing a version of the Intel device without American help. It.was no),
until 1980, two years after Intel's 8086 appeared, that NEC's comparable
chip was sold in the United States.
There was also the problem of Intel's copyright on the chip's microcode, a sort of brain within a brain. It is the part of the microprocessor
that takes electronic commands from a keyboard and tells the rest of the
chip's parts what to do with the commands and in what sequence.
Like a video-game cartridge, the microcode is a computer program that
has been written by a programmer and then is built into the chip. In a
Pac Man videogame, the microcode tells the Pac Man what to do. In a
microprocessor, the microcode tells a computer what to do. Although the
microcode appears in the 8086 as hardware—a pattern of 10,752 tiny
transistors—Intel maintain that H is not a mere piece of electrical circuitry but is "intellectual property* covered by copyright law.
Copyrighting the microcode had seemed to Borovoy a way to protect
the company's intellectual effort from infringement Borovoy said hb
"knees wouldn't shake" at bringing a lawsuit against a company that
copied Intel's microcode.
But Hinckley, NEC's San Francisco attorney, said no cases have been
adjudicated establishing any company's copyright claim on such material
"Copyright is designed to protect works of authorship—artistic
works—and we don't think microcode qualifies," he maintained.
Whatever the merits of their respective cases, NEC and Intel reached a
settlement on the 8086 in March after several months of negotiations and
without litigation. Borovoy, who said he could not discuss details of the
settlement, said the agreement would save hundreds of thousands of dollars in court costs.
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The Battle for Market Share
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But the dispute over the 8086 is seen at Intel an only one chapter in
what will undoubtedly be a continuing battle.
"The Japanese see themselves locked in a warlike struggle, determined
8inglemindedly to reach their objectives by any means, regardless of the
impact on the U . S . . . . It's going to be a very, very bloody battle out
there," Intel's Noyce said.
He argued that Japanese-tactics have denied American companies the
fruits of their innovation, profits that enable them to pour money into
creating new technical breakthroughs needed to maintain the VS. lead.
US. studies have accumulated a mass of evidence buttressing Noyce's
contention that the Japanese government has shielded local chip companies from U.S. competition while they prepared for an onslaught on traditional U.S. markets. US. companies have never been able to capture
more than 20 percent of the Japanese chip market even when their technological lead was overwhelming.
Before 1978. only Texas Instruments was permitted to establish a
wholly owned manufacturing subsidiary in Japan, and even TI had to
share some of its patents with Japanese companies to secure that concession.
Few deny that the Japanese challenge is serious. Japan is running a
$250 million trade surplus with the United States in chips. And NEC and
Hitachi ranked just behind Motorola and Texas Instruments as world
leaders in sales last year.
A detailed study issued in February, 1982, by the congressional Joint
Economic Committee warned that the main casualties of the relentless
Japanese export drive could be small, innovative Silicon Valley companies. With them out of the running, it warned, Japan would be in a position to beat the United States at innovation.
Some industrial experts say the United States should keep its sense of
perspective as it responds to Japan's challenge.
Robert B. Reich of the Kennedy School of Government at Harvard
University said Japanese chip companies made headway after 1975 primarily because they plunged ahead while U.S. companies, hard hit by the
recession, "stood still."
U.S. companies have recently regained some of their lost share of the
world market in memory chips and still have an impressive lead in microprocessors. In typical U.S. fashion, Intel is on the verge of marketing
an even more advanced microprocessor, the 80386, which the company
claims will be far ahead of anything produced in Japan.
Intel has also announced that it will soon sell the first magnetic, bubble-type memory capable of storing 4 million bits of information, the
equivalent of 240 typewritten pages.
"Despite trade harriers and protection and copying, we're still winning,
although that's no guarantee for the future," said Bob Derby, who ran
Intel's marketing operations in Japan.
That, free traders say. should be a warning to those in Congress who
want to wield the big stick of government retaliation in the computer chip
battles with Japan.
NEXT: Hitachi's amp in lasers

Contributing to this series were Tokyo bureau chief Tracy Dahlby, who
conducted interviews in Japan, and Hobart Rowen, senior economics writer. Staff researcher Carin Pratt assisted with the reporting and research.
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In Laser Advances,
An Orient Express
By Dan Morgan
Washington Post SUlf Writer

In 1970, a team of scientists at
Bell Laboratories successfully
tested a tiny laser the size of a
grain of sand that made possible
a new era of "optical" communications.
Although the device was primitive by today's standards, it was
the predecessor of lasers that can
be turned on and off tens of millions of times a second to transmit telephone conversations,

HlGllTkdl:
LEAVINGHOME
PART THREE
messages and other information
in the form of light waves pulsing through extremely pure glass
fiber cable.
"It was the first time I ever
saw champagne brought into
Bell Laboratories," recalled Bell
physicist Morton Panish, one of
two scientists credited with the
invention.
Now, 13 years later, the U 5 .
companies that make lasers have
less to celebrate.
When Bell Telephone began
looking around in 1980 for lasers
to go with the fust light-wave
cable under the Atlantic Ocean,

to be installed later in this decade, it turned to Hitachi of Japan.
"Hitachi appeared to have potentially the most reliable' laser
in the world," Jack Sipress, director of Bell's undersea systems
laboratory, said. "We have had
no reason to doubt the wisdom
of that"
The story of how a Ja|>iines«>
company got a beat oh the Hell
System's manufacturing subsidiary, Western Electric, and on
RCA, Exxon, Hewlett-Packard
and Xerox—all of which had
access to Bell's patents and were
working on lasers in the 1970s —
raises questions about U.S. industry's ability to take advantage of technologies being developed in its own back yard.
"The United States is an underdeveloped country when it
comes to getting useful, proven
technologies transferred to business and industry," said John A.
Alic, who has specialized in
studying U.S. industrial policy at
Congress' Office of Technology
Assessment
The reasons for this vary from
industry to industry. Computerchip companies slowed product
development in the mid-1970s
due to sliding demand during
recession, and some of the counSee TECHNOLOGY. AIS. Col. I
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In Laser Advances,
An Orient Express
TECHNOLOGY. From Al
try's innovative genetic engineering companies are having trouble raising
capital. But a more general problem appears to be the shortsightedness of
large, established VS. companies).
« , TJbe fact is the U.S. has tire marks all over its back when it comes to
'lotting the products out* a Bell scientist said. "When you come right
.down to it, nobody sat down as early as [Hitachi] did and said, 'We're
• going to do this.' *
-:: Japanese offktais said there is nothing magical about their success.
'\ "American industry has the frontier spirit, and big Japanese enter,. prises don't, so we think we should guide (Japanese firms) to develop the
technology," said a representative of the Ministry of International Trade
and Industry (MITI) in Tokyo.
,». In the early 1970s, MITI joined Japan's public phone company, Nip,• jwn Telephone and Telegraph, and several private companies to begin
(.eiparhnental research on fibers, lasers, video cameras and other optical
[..devices. Most of the money was supplied by private industry, with'an eye
i, to winning at least half of a worldwide market in optical communieations
•, equipment projected at $8 billion by 1990.
>
j*. The effort was aided by Japanese scientists strategically placed m U &
{•research laboratories where work on lasers and optical fibers was proceed•:tag,and by VS. patents and processes for which Japan has paid little.
•,' The economic stakes in the optical communications race are stapering
•. in site* although other high-technology communications systems such as
v mkiuajiw and satellite also hold promise.
. Bu^ microwave use congests air-wave frequencies and telephone communications by satellite can suffer from distortion because of the distaneaa.involvea
These restrictions do not apply to optical communications. Thai, the
world km the verge of a major change that will continue well past the
year 2000 as optical systems cany increasingly larger amounts of information over •mailer, cheaper lines than the current electromechanical
systems. The first such line has just been installed between Washington
and New York.
A half-inch-thick glass fiber cable can carry 46J68 simultaneous cona vena^ons, the same amount as a four-inch copper coaxial cable. Instal'latiorfi of optical' cablet should be- oansiderably easier in overcrowded
urbafttysteins. '•• •
In Addition to long-distance communications, lasers and optical recorders capable of storing tens of millions of bits of information will become
standard in offices, computers, video-disc equipment and broadcasting.
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Bell Labs, Savlet lastltate Ptaaeer Lasers
Optical communications also will be useful to the military services because there are no effective methods of intercepting signals transmitted
as light waves.
In a light-wave system, a voice is.converted into an electrical impulse,
as it is in a standard telephone system. This signal is scanned by a digital
encoder at a central office and converted into a stream of "ons" and "pffs."
The laser light source is then activated and transmits "ons" as, a pulse
of light and "offs" as the absence of one. Booster stations amplify the
light signal every few miles.
Undisputed pioneers in developing laser-light sources for such systems
were Bell laboratories and the loffe Institute in Leningrad. But until
1970. researchers were plagued by several problems.
In one. lasers became overheated as beam-generating current pawed
through them and could only function continuously in super-cold liquid
nitrogen, which made them unsuitable for commercial telephone systems.
In another, the intense light could not be confined and tended to leak.
Bell's solution brought together the worlds of telecommunications and
microelectronics. It involved using gallium aluminum arsenide to make a
laser similar to a computer chip. This laser required very little power and
could run at room temperature without overheating.
Details of the experiment were published in mid-1970 in the Applied
Physics Letter of the American Physical Society. Bell officials recalled
that the article, by Bell tradition, revealed somewhat more than other
companies tend to publish about their technical achievements.
Because of iu> position us research arm of American Telephone & Telegraph (AT&T), a go^rnment-approved monopoly. Bell in 19">6 signed u
consent decree agreeing to make its patents available to oilier companies.
Partly because of that agreement. openness liecame something " I a tradition at Bell laboratories.
I'he publication, which appeared ut almost the same lime that Soviet
physicist /.hores Alferov of the loffe I n t i t u l e was publishing his results,
triggered widespread interest in the future of lasers as a communications
medium. It also tied in with efforts under wuy at Bell ami Corning tilass
Works to develop a process tor making glass fillers to carry the laser light
signals.
" O m * we and the Soviets had puhlislted. everybody filed in to do research." inventor Morton Panish recalled.
In retrospect, however, representatives of Bell and other companies
acknowledged that the record of American companies in following up on
this breakthrough was less than scintillating.
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One V& company that taw early commeicial promise in the new technology was Hewlett-Packard. In the mid-1970s it hired several people
from Bell Laboratory's laser division and put them to work with a laboratory staff at Palo Alto, Calif.
One of them, GJ. Hwang, has mixed memories of the Hewlett-Packard
work. The company, he said, "developed a whole laser program from
•cratch. But when the time came to go into production, they went hack
and forth and finally decided not to make the product because they
couldn't generate positive cash flow within a year."
Hwang left soon after that to start his own company. General Optronics, which sells lasers to International Telephone & Telegraph (ITT),
General Telephone & Electronics Corp. (GTE), Siemens in West Germany and SAT in France. General Optronics lasers are being used in
France's Biarritz project, which involves use of fiber-optic* communications to transmit television, telephone and picture-phone services to 1,500
houses.
Hewlett-Packard spokesman Robert Bouzon said holding off production was a "market decision." At the time, he said, it did not appear that
there would be a profitable market for the lasers until 1985 to 1987.
"Why produce a product without a market? If you can get the stateof-the-art product from Japan, you get it," he said. Hewlett-Packard, he
•aid, is continuing reuoarch on laser products.
To some, Hewlett-Packard's hesitation is reminiscent of developments
in the US, consumer electronics industry in the 1960s and 1970s. An
analysis of that period by William J. Abernathy and Richard S. Rosenbloom of the Harvard University Business School concluded that U.S.
and Japanese managements took a very different approach to marketing,
which had much to do with the final, disappointing outcome for the United States.
"American managers tend to rely on market research and 'objective'
analysis to identify latent market opportunities, whereas [Japanese! ft1™8
like Sony took risks on novel products and set out to develop the market," they wrote.
In 1977, Exxon attempted an ill-fated foray into the laser world.
Through ita venture capital arm, Exxon Enterprises, it bought a small
Elmsford, N.Y- firm called Optical Information Systems (OIS) and began
attracting a wide range of talent Physicists were hired from Bell and
RCA, and even a Soviet emigre physicist joined the project
But within 24 months, Exxon was trying to sell the company, and
many of the top scientists drawn to it were drifting away.
Exxon Enterprises spokesman Darcje Bundy said that although OIS
was promising Exxon Enterprises was "sharpening its focus on certain
other major companies, and OIS did not have the degree of necessary
interdependency" with those companies.
Bundy did not say, however, why reaching that conclusion took Exxon
almost two years, during which a substantial research effort had been
launched.
Critics of Exxon's role have said privately that such in-and-out plunges
by industrial giants b> a waste of resources that hardly strengthens American economic competitiveness.
In December. 1981. Exxon finally found u buyer for its unwanted acquisition: the U.S. subsidiary of Japan's Mitsubishi Chemical Corp.,
which took a very different view of OIS's potential.

2246
According to James M Carapanozxi, the reconstituted OIS's vice president for marketing, the Japanese company believes that lasers will have
widely varied applications in office information systems, recording and
broadcasting, as well as communications.
While Exxon had stressed research, he said, Mitsubishi lakes a more,
commercial view. We want to move into the systems area . . . into product lines for video, voice and data communication."
At RCA, early work on lasers focused on military rather than commercial applications. RCA's scientists were busy developing lasers that could
pick out military targets and function as fuses in missiles.
Such work has given RCA a potential niche in President Reagan's
planned new "Star Wars" system of electronic and laser anti-ballistic missile shields.
This emphasis is defended by Michael Kttenberg. head of HCA's optoelectronic devices and systems. "Military contracts kept us alive." he
said. There was not a significant commercial market for 15 years, and
most business until the last couple of years was military in nature."
Asked why the Japanese had not been hindered by the same lack of a
commercial market. Ettenberg put part fit (he blame on the I .S. recession in the late 1970s, and added: "The MS. doesn't invest in the future
as much as the Japanese."
RCA's history at least raises questions about the heavy military emphasis in much U.S. research and development Robert Reich of Harvard
University's Kennedy School of Government acknowledges that the Pentagon has stimulated research activities but "not always in the direction
of commercial success."
U.S. experts also acknowledge that U.S. companies had reason to be
skittish. For one thing, producing lasers proved to be extremely complex
and costly. Even today, one of the tiny light sources costs $2,000 or more.
Also, rapid advances in processes for producing pure glass fiber cables
to transmit the laser light kept changing requirements for the lasers late
in the 1970s. While lasers producing light-wave lengths of 0.8 microns
were in favor in the early stages of fiber-optical cable development, wave
lengths .of 1.3 microns appeared to work better with the purer fibers developed in the late 1970s. A micron is I millionth of a meter in length.
Yet those obstacles did not keep Hitachi, again with help from Japanese scientists who had worked at Bell, from having a {..'{-micron laser
ready by 1980.
Within a year after the initial Bell paper was published, according to
Bell physicist Panish, "the Japanese were reproducing our results and in
several years were doing their own research."
One asset was the network of Japanese scientists with first-hand experience in the U.S. research effort. Izuo Hayashi. who heads a government-industry effort in optical communications in Japan, was working at
Bell when the tint successful laser was assembled in 1970 and is credited,
along with Panish. as one of its co-inventor*.
One of HayashiV mentors in Japan was another Bell alumnus. Michiyuki Uenohara. now a managing director of Nippon Electric. The roster of light-wave specialists at Japanese companies is studded with scientists who studied or worked at ILS. research facilities.
However, a Hitachi official, who asked not to be identified, credited the
company's success primarily to the tree flow of information" among the
2,000 engineers at the firm's research laboratory on the outskirts of Tokyo.
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"Anyone who wanU to consult colleague* or form a discussion group on
a new idea can immediately pinpoint people and exchange information.
This contrasts with the United States where engineers tend to feel technologies they've developed are their own personal property and are likely
to keep (blueprints! locked away . . . . " he said.

Hitachi Get* Credit for Laser Initiative
"At Hitachi, these things are not the assets of each individual or each
team but of the whole company . . . . The researchers who were working
on this (communications laser] field felt keenly that the product was
something that had to be developed," he said.
Laser experts give Hitachi full credit for initiative.
"The Japanese have taken the open technology from the United States
and have done a rapid, government-funded development to the point
where they are in production and we are having a hell of a time keeping
up." said Kenneth Nill. vice president of Lasertron. a small Massachusetts laser company founded in 1981 by three scientists from Lincoln
Laboratories. "They are line-tuning, producing faster and more reliable
stuff."
In the United States "there is always a missing connection between the
laboratory and production." General Optronics President Hwang said.
"It's basically an organizational problem, not that we can't compete with
the Japanese."
Bell officials respond that the United States is still far Iro- being out
of the laser race. Western Electric produces the 0.8-micron lasers used in
the first light-wave telephone link between Washington and New York
City and it is gearing up to turn out l.;t-micron devices at a plant in
Reading, Pa.
Several weeks ago. Bell also announced the successful test of • "secret
weapon" in the communications laser battle. Called a "deved coupled
cavity (C-cubed) laser." it has transmitted 420 million bits of information
over an 80-mile-long fiber-optic line without error.
"It's an extremely significant development." Bell patent attorney
George Indig said. "We may have made the breakthrough. It appears to
be the most practical way to transmit light waves error-free."
The "C-cubed" machine is a pair of tiny lasers that operate in tandem
on a chip to emit a light wave on a single frequency. Thi; advantage of the
single frequency is that receivers dn not have to unscramble various lightwave signals emitted by different parts of the light spectrum, as they dn
in the case of light from other existing lasers.
"We're very excited," Indig said. •
However. Bell officials note that the development essentially is'a conceptual one that others can follow. The manufacturing technology is not
radically different from the one in which Hitachi now seems to lead.
"It doesn't mean that the Japanese won't exploit thus idea and turn out
these lasers before we do," Indig said.
SEXT: Secrets and the uircru/t industry

Staff mriten Trocy Dahlby in Tokyo and llobart Rowen in Washington conducted interviews for this series. Staff researeher Carin Pratt
contributed to the report.
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The Glass Makers' Standoff
Turning glass into gold to a trick that Cuming (Ilass
Works has been performing for 131 years, but now
there is another group of corporate alchemist* on the
block by the name of Furukawa, Sumitomo and Fuji kura.
Those three companies are determined in gain a
nwj«»r share of the biggest new glass market since the
invention of the light bulb: superptire Fibcrgta- communications cable, annual sales of which an- projected
lo reach billion-, of dollars l)>' 199(1.
This lias given rue to a battle of tallies pit tint; Coming against its Japanese rivab. Technology- is at the
ntot of the conflict.
Although Coming developed the first process for
making the ultrapure glass fiber needed to transmit
laser light waves, it has been thwarted in efforts to sell
the llbei' to Japan. At the same time. Coming has refused to license them to use Coming's patents to make
lilvr for sale here and has made known that any company selling titter in this country must obtain a license
ur face a patent infringement suit.
The Corning process, called chemical vapor depo-iiinii iCYDi. «;is in\enteil in 1970. Heated ^isfs wenpui into ,i chemical reaction with a revolving cylinder
-•t quart/. This produced sooty deposits that were heated and drawn i*ii (mm an extruder likr brands of
warm tally. The hair-thin strands of glust* men were
coated, cooled and wound on reels.
In 1974. Hell Laboratories announced a moditied
version 'of the Coming process. "There's no question
that Bell publishing the details helped everybody all
over the world," a Corning executive was lo say later.
While Corning was carefully guarding its invention.
Bell licensed its patents widely.
This appears to have undercut Coming's efforts to
preserve its technical lead. Furukawa and Fujikura.
which an- among the companies that have broad
patent licenses from Bell, soon t)egan using the Bell
process. Bell officials estimate that half of the tiher
being produced in Japan is made with it.
Meanwhile. Coming's efforts to sell its own gbs.fiber in Japan were thwarted.
When Corning attempted in the mid-1970s to sell n.tilicr to Nippon Telephone and Telegraph, -lapan'publir phone, company. NTT advised Corning thai it
purchased coiniiHiiiicilions equipment only In tin lap
anese lirnis. NTT also refused tunny t'roni a -lapane-t*American joint venture proposed bv Corning.

Finally, in December. 1977. Coming licensed Furukawa to use its patents but only to make fiber lor saltin Japan.
Bv this time, however. Sumitomo wa> ready with a
process of its own. This development, induslrv -ourtesaid, was aimed at "getting Japan mit from under (he
Coming jiatents."
Sumitomo was subsequently granted a 11S. patent
lor its invention, and Corning [latent s(>eeialists acknowledged thai it u<es different manufacturing procedures than does Coining. However, Corning ofticial.maintained that thr Sumitomo process relies on knownow developed hy Coming in the 1970s in that it also
uses the same materials .nnl l.iv- ilnwn a «i»ty depo>u
on the outside of a quart/ rod.
Corning recent 1\ liletl -nil .luanw; «'.m.uK* Wire .ui<:
< "able, which IHUI^II' I iin-r trum Sumitomo. . lain:m-_
thai til.' hn|hirl.<.| tnlur :..lnn::r-i ..,; i „III:I;'.'- pah- tl i-lapattfM' lomp.iiiii- -in . i - . . Ii-uuu:. ' ••riiiiij ,,:
iii-ntf.
Corning"s license .ijjtt n» M- n, -l.ip.m . aii tor l.(p
anece companies Mutt use the invention to \tu\ royalties
to Coming. But one Coming official said. "I'm not
aware of any royalties being paid." Although one Japanese patent has been issued to Coniin-. Japanese
companies are challenging Cuming's applications lor
several other patents.
. .
Bell has had problems, too Seven Japanese companies, including Furukawa and Fuiikurn. are opposing
Bell's 8-year-nld application tor a Jjpanest- pateni
In 1981. American Telephone X- Telegraph uas
jolted when lour of seven bids to install optical-transmission systems between New York City and Cambridge. Mass.. came from Japanese companies. The low
bidder was Fujitsu, hut it was rejected in favor ot
Western Electric, the manufacturing arm of tin- Bel!
System and an AT&T subsidiary.
Coming executives plainly are in a mood to liyht tor
what they view as their rightful share ot a potentiallv
huue worldwide market.
"The Japanese will target and protect until thtv no
longer need to." Cuming chairman Jjines l i . Houghton
-aid. "Once thev've driven out tht- competitor-, th.v
r.iisi- pri.t- likr evt-rvimlv H-.. Bui uv'n- li»himi
iheni on tht- pahnt-. Wf're L"iiiL i " p> down ihr . . M
curw with ihein and ..<nn- oui ,.ti top."
—Dan Morn-m
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h It Sharing Know-How or Selling the Store?
By Dan Morgan
V. -r.inj'uu I*-" j»4fi Writer

S<.me of the VS. aircraft industry's mosi precious techrtt>logies are
pnKe»es for using a new (feneration
nt strong, lightweight plastics to replace metal in airplane bodies.
Ktu in 1930. the Defense Department turned aside Air Force concerns and decided to let Mitsubishi
Heavy Industries learn some of the
swift:* for thing materials in the
•*l>ewl brakes of Fl*> fighter-bombers
being built by Mitsubishi in Japan.
The Navy and Air Force abo have
argued that computer software for
the AIM9L Sidewinder missile carried by the Flo is top sensitive to
share even with allies, because of the
impact on U.S. security if Soviet
spies obtained it.
But Defense authorised Raytheon
to transfer AIM9L production data

to Mitsubishi and a German-led consortium in Europe.
In the mid-19"ns, NASA speni
tens of millions of dollars developing
the Quiet Short Haul Research Aircraft, an eiperimental plane that
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cycled its jet exhaust back across its
wings for extra lift.
According to the White House
Office of Science and Technology
Policy, Japanese companies acquired
NASA's public papers on the plane,
including a Boeing report that was
to be restricted to U.S. agencies.
They used the the papers to produce

their own experimental short-takeoff plane.
Those incidents, all of which have
enhanced the technical capability of
an already expanding Japanese aircraft industry, are at the heart of a
spreading controversy in Washington
about whether the United States has
given away information vital to its
security and commercial competitiveness.
Under fire are liberal policies on
sharing technology during the Carter
administration, which justified them
by citing a need to help Japan attain
its defense commitments.
In a study published in March,
1982, the General Accounting Office
said that the Carter administration's
agreement of June 20, 1978, to allow
Japan to build 100 U.S.-designed
See TECHNOLOGY, AH Col. 1

\fednn<by. May I. 19K.>

The Man and the I'lane: William J. Perrv.
I**fI, adxoculcd >luiriiii; I .S. militur\
technology with allies while ser\ini: us
undersecretary of defense for research and
engineering in the barter administration.
Japanese officials jM-rsiiudcd him that thev
needed restricted technologies to hnild their
oun r l->>. shown here making a lundiii£ m

Japan.
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U.S. Debates Wisdom of Sharing
Military Know-How
TKCHNOMXiY.FromAi
Fl5t for it* Air Self Defence Font; "supported .Input's strategy to develop a world-class nircruft industry-"
A preliminary draft of a report hy the president'?
Cabinet Council on Commerce and Trade contended
that "|military| co-production ha* had an adverse
commercial effect for the United States in a number
of caseV
One VS. official put it far more bluntly:
"We've been using the crown jewels of technology
to get a country, Japan, to defend itself even though
that should be in its interest, and m the process we've
undermined our own industrial base and taken work
away from mir own defense contractor*. We've taken
the view that turning the spigot of technology on to
accommodate our allies was a price worth paying. It's
been a dangerous and irrational policy."

G e n * r o * I t y B*|f<*<" C o m p e t i t i o n
Japanese government officials and businessmen
readily acknowledge using VS. military co-production deal* to help thrust Japan into the big leagues of
the global commercial-aircraft industry, which has
"significant technical influence on other industries,"
as one Japanese government report noted.
In the F15 case, the Air Self Defense Force a paying civilian defeme contractor* $1.8 billion more to
acquire manufacturing processes and components
needed to build 100 of the plnnes than it would have
cost the Japanese military to buy them "off the shell"
m the United States.
Conflicting pressured and view* inside and outside
the U-S. government are propelled by concerns beyond the monetary costs of a weapons system.

Diver* interests in the F15 caw include the foreign policy and strategic goals of the State and Defense departments, defense contractors* desires to sell
aircraft in Japan, the armed services' fears that critical tbchnokgy could leak to the Soviet Union, Commerce Deportment fears about strengthening foreign
commercial competitors and the U.S. special trade
representative's doubts that this country to receiving
enough technology in return.
"It get* very tricky," said Roger Winblade, manager
of NASA's Ruhnonic aircraft office. "Other countries
have extensive research activities. If we were to be
too heavy-handed in limiting what others could have,
we could hurt ourselves. Technology w so international today that trying to compartmentalixt it w very
difficult. It's a very delicate balance."
In a seme, the conflicts inherent in controlling the
flow of VS. technology abroad are built into the confusing maze of scattered and often seemingly contradictory regulations and laws.
NASA's charter, for example, requires the agency
"to provide for the widest practicable and appropriate
dissemination of information conecminL its activities," including large amounts of aerospace research
and development useful to other countries
The Commerce Department's National Technical
Information Service annually distributes about
80.000 papers containing results of federally financed
research. The service is available to foreign countries,
including lhoM> in eastern Europe, ami wu« availaltle
to the Soviet Union until Fehruary, 1SW. when President Carter iimcofed the subscription in retaliation
for the invasion of Afghanistan.
Comment' maintains n lengthy "commodity o i l trol lUt." (imposed of sensitive product- and processes thiit could be u>ed lor either military or civilian
purposes.

I 'ruler the law. companies ex|>ortin)i trw-*- pnducts
lo some n«n-c-iwnimmta nations need a talidated licen-«' in which they stipulute that equipment or pro*
ductiiHi data will not be diverted to the Soviet Union.
The requirement exclude* goods thinned to Canada, which has ut least |:| communist-owned but Canadian-chartered comiuinics, some <«"' which may be
acquiring U.S. defense-related terhnolocy. fwcording
to a report of the White House science adviser,

I'.S. I I M N ( r h l f « ! ' Tp* tmoloHlrtT
Thi! Kxport Administration Act of I97H Iricfl to
clarify this issue by requiring the executive bninch to
dralt a list of "militarily critical" lechnokwies. This
exercise, has pmvwl far more comptei than MIS foreseen, bmiuse. it atlectn hundreds of companies,
The Pentagon's first attempt to draw up MH-TI a list
in IW0 became a 700-page document that was highly
clasnifted on grounds that the list could provide u
mountain of useful information to Ihe Soviet. A National Academy of Science JMIIR-1 *iid it m-eded "drastic streamlining."
However, one of the most glaring technol<»gy
"leaks" is acknowledged hy Reagan administration
official* to lw the Pentagon's previous desire to provide lance amounts of techmtloiiy to allies us an inducement to purchase U.S. weuimns.
In return for buying a U.S. weapons syMem, foreign countries have been authorized by the Pentagon
to huild part of the system. That often involved ac*
quiring fnwn U-S. defence contractors, the technical
knowledge to produce w r y sojihUticated equipment,
including missiles and aircraft.
In lilT.i, the Ford administration signed an agreement with C.reat Itritain waiving traditional "tmynational" requirements. Under the Carter program.
Mich agreements were signed with other NATO alliis
to create "rationalization, standardization and interoperahilitv" (KSIl of NATO equipment.

to
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(>n June 29. 1078. .(fun A. CuffiiUH .4 the Kievironic Industries Association warned u H « H M Armed
Smices subcommittee that military oi-prnhii-lion
understandings l>fin^ "seirctlv negotiated"" tiv the
Pentagon "iimy (mii' tin- ettiii ot nminiittiru: U>.
imlii-irv in diiils lluit ate unui-e. (inl.ni ,<ml nmVI
rit|uiiv tin- -urri'iiilt-r nl Inlnu'limv in tnni.n mm
(viiiiir- -viMiiHit ,ii|ii|iuii' ninnH-ti>jt|Mii <r — • I• •j.u,iid»."
runner
H U M - di^riK- W.llum I IVrrv. tht-ii
mwtiTMin'l.ifv nl IVlriM- lm I V - M H li .lift eil^inirr
inu. ,i» .1 lull-ill .utim.iti- .-1 -li.tmit i.ilniKlitv tn
|initnnti> l In- "niti i I-».T,I'itil.' ••' 'lli-i uiilil.in
ii|ini>nieni. (lit N.ii I" l*'>. tut t \ mi: li. In- wrote
a memo complaining thut the program lucked "lull
effectiveness" because ot the "inability of (foretgn|
countries to (tain acce* t o . . . technical data relating
to acquisition programs."
On March 8, I9H0, a Defense Department directive
advised that Pentagon agencies "shall encourage the
transfer of technology" to allies and should "latter un
early mutual exchange of technological and other information with NATO allies to promote the development and adoption of •tandardixed or inter-operable
weapons systems."
"The Defense Department was put in a position of
fearing to defend critical technology,* a Pentagon
source said.
One side effect of these Carter administration policies toward NATO was to encourage an aggressive
.Japanese push for some of the same access that European* were getting.
Perry, now with the San Francisco venture capital
investment company of Hambrecht & Qvint, declined
to be interviewed for this series. The Pentagon has
denied, on national security grounds, repeated requests by The Washington Post over a four-month
period to examine the Japan-US. FIS agreement, the
report uf the Military Information Disclosure Policy
Committee that evaluated Japan* ability to keep top
technology secrets, or any other documents connected
with the deal.
Privately, however, The Post w;ts told thut A major
reason fur the denial wus concern thut such infiirnuIton 1-inilil emlwrmss the JupanL-e govt-rnmvitt.
which is facing domestic criticism tor ii> planned
arms buildup.

M 3 Prfrasw Canard Tension
From the beginning, the Flft program amuned sensitivities on both,sides nf the Pacitk.
SiKm alter the June, 1978, "memor;indum nl understanding," Air Force specialists ut the Pwitagon
mid Wright-Patter** Field in Duyton. Ohio, drew up
an eilremely detailed list of technol^es nmsiden-d
too sensitive to he transferred to Jopan IK-CHIM- of
the danger to U-S. security if they fell into Soviet
hands.
Nitknamed the "negative list." it was obtained
somehow by officials ut Japan's Ministry irf iK-ti-tiM-.
according to V Oarher. who worked fur Perry as director of international programs.
(•arher said the list apparently was pus^-d to the
Japan*-* by Mjmeone at the Defense Security Assistunci- Agency. In any case, he said, when he and Perry
traveled to Japan in late 1978 they were greeted with
"indignant demands" that restricted Flo technologies
be released. Japanese officials argued forcefully that
without these techmsVuoeH it would be difficult tor
them to make repairs, («irber said.
('.arher, now at NATO headquarters in Brussek
said in a telephone interview that it was "most unfortunate" that the Japanese obtained the detailed
list But once they acquired it, it was deemed necessary to soothe milled feelings.
"I told the Air Force what the Japanese demands
were and asked them to review the list now that wo
had a more unhappy situation via a via Japan," he
said.
Garber denies that "Perry or I overrode the Air
Force," but Air Force sources remember this as a time
of extreme pressure from Perry, Garber and the Japanese.
T h e RSI banner was waving, and the bugles were
blowing," one Air Force officer said later.

I'lrmN Cleared for Licensing
Air Force sources are obo critical of the failure by
Perry and Ourhcr to establish n ceiling on what
amount nf the plane could be built by Japanese companies, thus departing from procedure followed in the
European Fin co-prodm-iion pn^r.im. According to
McDonnell Douglas, w»*k dime in Japan accounts fur
more than half »>f the valw *«f the Jj|>ane>e Fl.is.

The absence ist a n-ilum eleured the w»iv tor a Bias*tve ll"w «*• military leehis4m;i in Japjio.
Vjrliutllv tieiv Ink niimi- in I S. delens* mntmiiim: iwi* cleared ;#!»*•• \'J'~ In IIWIM- designs aiul
manultH-'orinu pro-e^e- tn Ju|»u>ese imnpoiiies in
connection with miliinrv co-|in*lnclion. Thev indudcd United TechnoUit-*. Honeywell, TIUV. Kuckwell,
Texas Instruments, (inodyrar Aerospace, Litton. Teledyne, (KTHTJI Electric. Itek, Motorola, Raytheon
ami Sfierrv.
Although the Air Force prevailed in opposing release of oin h hixhlv sensitive technologies as design
criteria for thefcyroerrelonimetcrin the inertwl nnvIgatUHi system —ndiiptnhle. the Air Force naH. to ballistk missiles—it tailed in trying to keep some of
McDonnell Douglas's romposite materials know-how
out ol the hand* of Mitsubishi, the Flfl program's
prime contrnrifir.
"Composile materials." a liimilv of strong piastirii
that incliwlt-s Ftherglits. keilarnml nirhon-graphite tiIHTS, hiivv Ix-umi to revolutionize the nirrrafl industry.
Although Jitn mil itesiKners si ill ure learning how to
explm'l these materials, ihej' soon ure enpected to extend the runue iH pliim-siuid missiles, add t hot wands
of hwira to the living lift- of jetfighter-bombers,make
possible exotic new niipLine and helicopter designs,
save fuel and re<i»t r;tdar detection.
Although only about :< pen-ent of the weight of
Boeing's new jetliners is made of composites, the
company estimates that this could rise to • "minimum" of 6.S percent by the year 2000.
Japanese companies are considered the leading
producers of these materials, but U.S. aircraft companies are ahead in the critical technology: knowledge
of the properties, bonding technique* and applications.
"The materials are common to the industry,* a
Boeing executive said. "It's how you use them that
makes the difference."
According to military sources, the Japanese militnry was adamant about obtaining McDonnell Douglus' designs and procedures for building the Fl5
speed brake out of carbon composites. The Air Force,
citing the company's "highly perishable" lead, was opposed. So strong was the Air Force's opposition that
it wan not until early 19H1, more than two years after
the F15 deal was approved, that the government finally authorized rek*n-* of the technn|<«y.

TRADING AIRCRAR TECHNOLOGY
T AH FINS
MADE OF
BORON

to
tc

Japanese companies arc learning to
use a new generation of c o m p o s t :
materials as part of the F 1 5
coproducfion program. Earlier military
programs with the United States gove
Mitsubishi some of the expertise to
pioduce commercial jets such as the
Diamond One ,.ny,'t).

Japanese executive* acknowledge that thin technology has been valuable to Japan's commercial aircraft
industry. In un interview with The Wall Street Journal published last Nov. 26. Mitsubishi Heavy's chief
enKineer, Akira Ikeda, said his company's FI5 work
was leaching it "many things" about composites useful in future airliners.
Ikeda also noted that wins-bolting techniques and
rubber fuel tanks on his company's Diamond One
business jet, now being sold in the United States,
were developed as a result of previous military coproduction projects.

Security KalM»d Conoorns
The Air Force's concern about the security implications of the Kin deal increased in late IU78. when
Knku Journal, a Japanese aviation magazine, published a 2110-page special edition on the FIS that included dozens of color photographic charts and diagrams. The publication sparked a brief investigation
by the Air Force's Office of Special Investigation,
which concluded that the information had come from
"technical orders" furnished by McDonnell Douglas
and the Commerce Department.
The difficulty of separating military and civilian
programs is evident at Japan's main aircraft works in
Nagoya, where civilian and military programs proceed
side by side. A Nagoya-based aircraft consortium that
includes the F15 prime contractor, Mitsubishi, a at
work on a major commercial project, building fuselage parts for Boeing's new 767 jetliner.
'"
Public and private officials involved in the F15
program nevertheless question whether any unduly
sensitive technologies were in fact transferred to
Julian in the pressure of the moment.

fiurber, who recalls the differences of view with the
Air Force over releasing composites, says that in retrospect he does not believe the decision to share the
know-how was "really regrettable—it wasn't the latest
technology."
McDonnell Douglas spokesman Timothy J. Beecher -aid the company was on the sidelines for the
decision on composites.
"It was between the two governments." he said.
"Hut we think it's valid lo ask the people who made
the decisions whether countries involved could not
have obtained those technologies elsewhere."
By the time the carbon fiber technology was released to Mitsubishi, he noted, the commercial aircraft consortium in Nagoya was making landing gear
anil wing edges for the Boeing 7ti" out of composites
and using procedures supplied by Boeing.
A Boeing official acknowledged that, under the
.commercial program, the Japanese are using Boeing
specifications and design information for the plastic
composite kevlnr hut not tor carbon fibers, considered
more advanced.
"The Japanese would have loved to have had all
our fancy computer programs on how we put wings
together," said HO. Wiihington. living's vice president lor engineering. "But we guarded (hat pretty
careliillv. As far a- giving avvav the store, I don't
think we've ever given auvihing lhat wasn't available
lo .tin body who want- lo lake the Irotible lo do it."

Impart of Co>Produr(i«»n Studied
Under the Reagan administration, concern about
U.S. lechnoligy losses bus increased dramatically.
The impact of co-production programs is being studied by NASA, the Treasury Department, the Defense
Science Board, the president's Cabinet Council on
Commerce and Trade and the While House Otfice of
Science and Technology.
Some aircraft s|iecialists suggest that the debate
over U.S. technical aid to Japan's airframe industry
may be overtaken by developments that have made
more technology sharing inevitable in the global aircraft business, li now seems likely that a Japanese
consortium will become a full partner later in this
decade with either Boeing. McDonnell Douglas or
Europe's Airbus in building the next-generation jetliner, a fuel-efficient l.'iO-seater.
Despite the massive flow of military technology to
Japan, the U.S. government has not gained assurances from the Japanese government that s|)ecific
technologies will lie released lo U.S. defen-e contractors in return.
Japanese ollicials have pointed out lhat Japanese
law prohibits export of defense equipment—a broad
calegorv that could include manv processes and materials il the Japanese WHiited it to.
Bui Stephen l'i|ier of the special trade representative'- ollice -av> Japan "should not hide behind a
weapon- e\|H>ri ban . . . . If we tried, we loitld tdciiiil'v II.I-K lapaiu-e technologies which an ba»ic in
U-."
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U.S. Sells 'Crown Jewels' of Knowledge
By Dan Morgan
atoaAautlWrUtT

During the last decade, dozens of Japanew companies have bought some of
the moat powerful tools created by American technology: software programs revolutionizing the way industry uses computers.
Companies such as Yokogawa Electric,
Fujitsu, Fuji Heavy IndWries and Mitsubishi have US.-deveJoped •source
codes" for new computer systems used to
design, test and manufacture computer
chips, siitomobflea and aircraft.
Source codes a n programs that tell
computers what to do. Written in languages that humans can understand, they
reveal the logic and mathematics underlying the, systems. One computer company executive calls them "the crown jewels
of American technology.1'

Some Americans say they see nothing
arnpat in the tact that U-S. ompanics
have sold this knowledge to Japan. A
world in which the flow of ideas and
knowledge is restricted would be one of

HlGHTfeCH:
LtAVlNGHOME
fAJtTWVt
slow growth and costlier products, they
say.
"You can talk about limiting the flow
of technology, the flow of knowledge. But
it's hard to dam up knowledge in a society like the United' States," Assistant
Secretary of Commerce Clyde Prestowiti

The United States has won its standing in the world by throwing open its
research laboratories, universities and
corporations to foreigners. About 300,000
foreign students, eight times as many as
in 1954, are enrolled in US, colleges and
universities. Ninety-one Japanese were
graduate students at the Maasachuutts
Institute of Technology last fall, and
more than 100 are working at the National Institutes of Health.
This openness has contributed enormously to U.S. prosperity. But Japan's
acquisition of such crucial technologies as
VS. software data still makes some people uneasy. Computer software ta one of
America's main technological assets, and
one of the few technological domains in
which the United States still enjoys a
commanding lead over Japan.
See TECHNOLOGY, A2X Co*. I
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U.S. 'Crown Jewels9
Exported in Codes
TECHNOLOGY, From Al
'When push comes to shove, America had better keep its software capabilities,' said William 0. Baker, retired president of Bell Laboratories,
America's largest private research facility. "Software is going to be the
principal means of technology transfer in the "80s. It's our ace in the hole.
Software can give competitors the ability to leapfrog us."
Software programs written for the latest generation of computer-aided
design and manufacturing (CAD/CAM) systems haverevolutionizedthe
role of computers in industry, moving them from the financial and accounting departments into the front line of design, engineering and 'production.
With the present line of computer graphics systems, a draftsman can
display his drawings in three dimensions on a television screen, reshape
them in a fraction of a second, insert additional
from a "menu"
stored in the computer's memory, measure the length of lines, turn the
product to inspect it from every angle and teat it for strength and durability—all before a single blueprint baa been drawn on paper.
Computer companies are working on ways tofinkthe draftsman's electronic work board with the factory Odor, by having the same computer'
control the path of cutting tools or the movement ctf assembly-line robots.
"It's the highest industry,-1 think, because it's seminal,* a computer
executive said. There isn't a Fortune 1000 company that haaot made a
major commitment to this technology. There are more damn people doing
designs and engineering on computers now than there are accountants
cracking numbers.*'
Today, engineers are cutting thousands of man hours off the time required to design or redesign airplanes, integrated circuits, nuclear weapons and toys, among other products. Boeing, for example, designed 30
percent of its 747 aircraft and 40 percent of its new 757 on computers.
Underlying new CAD/CAM systems are millions of lines of programs,
often requiring teams of people working thousands of hours. Some inside
the growing CAD industry are concerned that Japanese companies, skillfully exploiting stiff competition among the growing number of US. CAD
companies, have gained threshold knowledge of this technology, as wed a*
reedy access to the tool itself.
"I am concerned about bow much they're teaming from us,* said William D. Beeby, who recently retired as Boeing's director of engineering
computer systems.
Japanese computer-chip companies used US. CAD systems to design
memory chips that put them ahead of their US. competitors ia the late
1970s, and a consortium of Japanese aircraft companies is using US.
CAD systems to help them become major players hi the commercial airliner business.
.«.

i

Tnsmfcr Takes Plme* GraimmUy •

Transfer of this technology to Japan hat occurred over several years.
For instance
' • b 1974, a Bedford, Mass, company cafled Computervision began
distributing its Computer Automated Design Drafting System-3, or
CADDS-3, through a Tokyo distributor with access to the CADDS-3
source code. CADDS-3 displayed three -dimensional pictures and was con.,! aidend by some the most advanced system of the time.
. ;1It was subsequently purchased by dozens of Japanese companies, in" dbmng Mitsubishi, Toyota, Nissan Motors end Sanyo. According to a
Cstaputerviaioa executive, nlmners eoald obtain the CADDS-3 source
code by signing s written pledge not to divulge it
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• I n December, JS78, Lockheed licensed Fuji Heavy Industries one of
the major Japanese aircraft rofnpatltn, to tat Lockheed's "Cadam" computer design system. The license agreement gas* Fuji access to the .
Cadam source code.
• In 1979, Gerber Scientific Systems Technology of Hartford. Conn.,
signed an agreement with Yofcogawa Electric Co, giving the Japanese
company all of the source coda and technical data for its CAD system, as
well as exclusive manufacturing rights in Japan, Singapore and South
Korea,
' .
The path of CAD from the minds of American computer scientists to
Japanese companies is an example of how knowledge spreads in today's
international economy.
Some of the initial work on computer graphics was done in the early
1960s by Ivan Sutherland, who, as an MIT graduate student, developed
concepts for programming computers tn portray a draftsman's lines, circles and shapes.
His program, called "Sketch Pad," was ahead of its time. Computers
functioned too slowly end lacked storage capacity to handle complex programs required in such graphic display.
By the late 1960s, however, hardware developments that gave the industry better disc drives and display terminals created new opportunities
for using computers in the production end of business.
Many credit a maverick genius, Patrick J. Hanratty, with developing
the first true commercial CAD software programs.
Hanratty got his first taste of computers at a two-week training program in I95S. After three days, he recalled, "I felt 1 had learned all I
could and had ideas my instructor didn't seem to have about how to talk
tit computers."
Over the next IT years, he left hi* mark as a writer of software at Genera! Motors Research l,a!>oratory. McDonnell Douglas and finally at his
own company, MCS. often putting in HO- to 100-hour work weeks.
Kits Htid pieces of his work can be found in the software programs of
moM t'AD companies.
In 1971, noun after starting MCS, Hanratty and ha associates produced "Adam," a software program that was to have widespread aiOs>
ence. "Adam really opened some eyes," Boeing's Beeby recalled.
Adam could create three-dimensional pictures, print out blueprints and
drawings of what was displayed on the computer screen end-create a tape
that controlled took to cut and fabricate shapes on the screen. In the
next several yean, MCS licensed Adam to companies developing and selling their own CAD/CAM syttfin. Gerber Systems, Computervtsion and
United Computing.
Hamwtty's easygoing iteming procedure involved him in litigation
'with clients who complained that they alone had exclusive rights to
Adam. The litigation eventually was dropped, but the licensing resulted in rapid spread of ideas underlying Hanratty's conceptual breakthroughs.
Ultimately, Computervision, Gerber and McDonnell Douglas, (which ac->
quired United Computing) licensed CAD/CAM systems to Japanese
rums. (See accompanying chart)
Today, Hanratty sells his newest creation, the ANVIL 4000 CAD/CAM
system, to about 20 Japanese companies, and has adapted its control console tn the Japanese Kanji alphabet Japanese computer scientists truop
to MCS headquarters in Irvine, Calif, to be trained.'
- Hanratty said ha. provides customers with source codes but is not concerned that Japan will use this information to narrow the American lead '
in software. All of his clients, he said, "enter into a stringent legal contract |
not to divulge it without MCS' permission*
' In any case,, he said, "our code is so mammoth that you couldn't duplicate i t . . . . It takes two or three years for our own people to develop
. an understanding of it, and they are the cream of the electronics industry.
I think it would be dose to impossible for anybody to understand the full
span of Anru 4000 today."
Others are more uneasy.
Japan is trying to overcome its software shortcomings by educating
more computer scientists, encouraging small, American-style "software
• factories" and emphasizing the need-to do better.
•' Some VS. compart i n are concerned enough about transfer of proprietary knowledge that they reftast to provide Japanese firms with source
codes. Calms, Applicon and Intergraph, three leading U.S. CAD/CAM,
companies, provide only "object code," a computer program virtually indecipherable by humans.
t
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Lockheed ewotuafly add the Cadam ayatem throughout, the world,
indudiaf to campatftors audi aa Daaaault in Franca, one afcthe leading
companies in tae-Earopean AirbuB consortium. Japanese dOtforoere eventually included F«ji, Hitacfai'Kawaatki, MiUubfabJ add Nippon SteeL
. Although Mitsubishi and Kawasaki did not receive the Cadam source
code, Fuji had it from late 1978. Fuji was a member, with Mitsubishi «nd
Kawasaki, in a consortium that forms the nucleus of Japan's budding
aircraft industry.
Explaining the 1978 decision, a spokesman for Lockheed's computer
graphics subsidiary said: "Lockheed is not one company. (This subsidiary!
sells software. What we did was not tied to the strategic position of the
(Lockheedl corporation. We were just doing our thing."

2259
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The spokesman said that, if the Japanese had not obtained Cadam,
they could have-obtained other two-American systems, such as Britaih's
Medusa or France* Catia. "It was just a matter of time before they would
have gotten It from somebody ehe," the spokesman said.
Nevertheless, on Jan. 1, 1982, Lockheed announced that it would no
longer provide source code with the systems it sold or licensed.
Cadam, meanwhile, has proved useful to Japan's commercial aircraft
effort It was used, for extfmple, in Japanese work on parts of Boeing's
767 commercial airliner built under a co-production arrangement
"We turned over the drawings to the Japanese, they digitized the geometry and put it on their Cadam system," said Marvin Wehnnan, director of Boeing's computer programs. The Japanese completed their part of
the design work using Cadam, Wehnnan said, and the results dovetailed
perfectly with Boeing's.
The cooperation worked weO but raised several questions.
As required by Boeing's contract with the Japanese consortium, Wehrman said, the Japanese returned the drawings after completing the work.
But be said, they retained the electronic tapes that activated CAD pictures of parts of the Boeing plane.
Beeby, now retired from Boeing, said Japanese engineers expressed
keen interest in Boeing's CAD programs.
"After the engineers left, their top management came back and looked
at the system," Beeby recalled. "They were a major subcontractor. We
couldn't very well shut them off." •
Some, including Oomputervision's Hiird. even question whether the
United States w very far ahead. "I find tough competition in Japan," he
said.
In typical Japanese fashion, Japanese companies have begun to penetrate a few, selected parts of the market
Typical of the new breed of cntrepeneurial. American-style CAD companies making their debut in Japan U Zuken, founded by Maknto
Kaneko, 38. a computer expert. Sale* increased from $4*>0.tH)0 in 1978 to
$10 million in 1982. mainly on CAD systems lor deeding electronics systems and computers.
Marketing director Atihiko Mlpitari t « a brl|M lutur* (imiputm
soon wul be required to design computers, and Zuken • preparing for
that day. he said.
NEXT: Taking up the challenge

Made in America, Sold in Japan
. O t a before ba had eeen a racst* article about himself in Venture Capital Journal, John B. Henry, president of Crop Genetics International in Dotsey, Md,
began receiving telephone calls from Japanese businessmen interested in a possible joint venture in
Southeast Asia.
Such offers are extremely tempting for email, innovative VS. genetic engineering companies working on
new products and medicines ranging from the laboratory-produced sugar cane seed of Crop Genetics to the
interferons of Riogen and Genentech.
With many of these productsjOU several years from
the marketplace, pioneering ILI genetic engineering
firms need money to continue research and testing.
Jspsnrse companies are providing plenty of it in return
for technology, exclusive marketing rights for future
products and other concessions.
Why -Japanese companies, rather than U.S. financial
center* or pharmaceutical firms, ore putting up the
money and pmitioning themselves for the profits » a
riddle that provides insights into pressures driving the
twhnobigy trade between the two ccsjntries.
In the late 19705. adventurous U-S. and. foreign investors poured money into new companies formed by
scientists who had been working on the recombinant
UNA Ijrene splirinici technology nt s4h-h tenter* as Hurvurd, Massachuseits Institute of'l'echnology, Stanford,
the National InstHutea of Hearth and the University of
California at Berkeley and San Francisco.
Then was great excitement about new laboratory-'
produced microbes that might increase crop yields,
provide inexpensive new sources of energy and, most
important, form a newfamilyof drugs against hitherto
resistant viruses and other diseases.
Now, however, investors have grown mora cautious. '
"A couple of years ago, any university professor with
credentials could generate a seven-figura investment,'
said Thomas D. Kuey, vice president and general counsel of Genentech in South San Francisco. "Now investors are becoming more sophisticated."

In the VS. system, Kilcy Mid. running up too much
debt by borrowing from bank* is considered had business. Even if hanks agree to loan money, he Raid, rising
debt drives down the price of stock, create* financial
women ami makes it difficult to attract investors or
qualified executives.
The way out, he said, is to d<> research for other
compfliiies fi-r a fee or sell them leohrtoliiKy in return
for commisttions from tale of product* made with thi*r
tecr.nolt.gte*. "The trick is t>> tin thrtt withiKii selling
your hirthright," Kiley said.
Making deal, with Larger UA prMmaceutieal companies b extremely ritky rjecauee it often can mean relinquishing the US. market to those companies when
producta are ready for the marketplace. Many biotechnology companies are cutting deab with Japanese firm*
. instead.
For example, Genentech signed agreements with
Toray Industries and Dsuichi Seryaku giving them eicwsrve rights to buy one type of interferon, gamma, for
sale in Japan. The Japanese companies pay Genentech
white the VS. firm continues its research, but Genentech retains control of technical processes for making
the interferon, which scientists hope will be used to
fight cancer and viruses.
However, Crenentech could be forced to give Tomy
and Daiichi the technology if the Food and Drug Administration doett not approve gamma tor use in the
United State*. In that ciw. the product could not he
exported, and Genentech has agreed to provide the
gene splicing and process technokigy to the Japanese
companies.
Other U.S. companies have made even broader conce>sions to tin* •l:i|iiiire)to.
In 19HI. for example, (n-nex of IWIiulle agreed with

'Greta Cross Corp, of Osaka to perform ressarcfa aimed
at developing a microbe strain that can produce human,
serum albumin (HSA) in a laboratory.
Hospitals now use HSA to treat shock and a condition called hypoproteineraia, a protein deficiency in the
blood Because HSA is prepared from human donors*
blood. It Is expensive and sometimes scarce. Laboratory
development of HSA usingrecombinantDNA technol- "
ogy could enable Genet to tap into a market worth
S600 million a year.
However, Genex agreed to give Greta Cross an et>
crustve worldwide license to '•make, one and setT aO of
the HSA eventually produced uiider the contract
That Japan's efforts to acquire US. atohctuat bW.
ogy techriology are arrvUimg but raprunard is evident
from the fact that Tokyo's Ministry of IntermtfonsJ
Trade and Industry has picked H compmiw to lead a
research effort More than 100 Japanese companies
and research institutes are spending about 1217 million
a year on research in biotechnology.
"America has unequaled capacity to develop and
apply science, but our companies are competing with
well-financed (foreign) corporations acting in partnership with their governments . . . . U.S. government,
husinetvs and labor are running uphill- (renenlech
President Robert A. Swanwm said.
—D*n Morgan
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For Industrial Health, First, a Self-Examination
By Dan Morgan
Wuhlntttn PM stall WrtUr

automatic guarantee of America's economic future. As .examples used in this series show, innovations produced in US. laboratories frequently
have resulted in products made in Japan.

li a laboratory at Genentech, the aouth San
I' .ariaco genetic engineering company, bearded
biologists in white gowns hover over trays of purple-colored cultures of interferon that someday
may fight human viruses from colds to herpes.
Across the country, in Short Hills, NJ., Martin .
Lapselter of Bell Laboratory's advanced microelectronics division proudly displays a snapshot of
something that looks like a row of fences across a
CONCLUSION
sandy desert. Actually, the picture shows parts of
an electronic circuit narrower than a human hair,
This phenomenon has evoked an angry reaction
etched by an X-ray machine on a tiny silicon chip. from VS. politicians and the public.
Reassuring as those glimpses of the nation's
Protectionist sentiment is running high on Caphigh-technology resources may be, they are not an itol Hill, and Congress has taken up one of the

HlGHlfeCH:
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most restrictive pieces of legislation since Worid
War IL the "domestic content bill," which would
require that foreign automobiles sold here include
an arbitrarily established percentage of VS. components.
The Reagan administration opposes the ammure but has taken a tough approach in negotiations with Japan aimed at breaking down Japanese barriers to U.S. trade and investment
"The time has come to act
We're alnadjr
10 years too'late," said William C. Norris, th» outspoken chairman of Control Data Corp., who has
See TECHNOLOGY, A8, Col. 1
U£. to deny visas to foreigners suspedtd of
seeking restricted technological data. Page A9

FKday,May 6,1983
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From manufacture of aircraft and
parts for American jetliners to
undersea oil drilling and the
Befamax video recorder, Japanese
industry lias benefited from the
partnership role, of the
government. Japanese companies,
with a nudge from Tokyo, can
move more quickly than American'
firms in getting new technology to
the marketplace.
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Suggested IticWng out" all Japanese working in US. research fadlHiet as
iwarnjng shot across Tokyo's bow.
I ; • "' '
" Such suggestions ate indicative of a mood of .rUng aigrtt at Japan.
Whether the steps contemplated so far win thanp thV J^paneee-Amerlean technological equation it moot ' - = ' . . :^-v ; . *-•'.
, Trade restrictions certainly would fctiairttafiWon act poly from
Japan but also perhaps from countries %uch e i Pranc* wrjetfc VS. com-;
panies fare swell, Moreover, in today's hrtet&nnected global economy,
. tochnelogyhas become Increasingly b^maatkoalixed. Ideas travel with
let speed across borders, not onh; from America to Japan ^but also in re-.
turn. Science ie universal.
*'.: -:< :.. * . i
;
•! Whatdistinguishes ecoopfrilestoday often is not who J flrttwith the
fccnMtogybtewto first ufcestt^
f V *.... ..-.'£•,
? This is mow than atedffllcalprob^ft^rrVotves csgajstetfen. aiwuV'
I T b ^ ^ capital and such subtle facto^as root^vaiipn, connotation and
national wilt These are noteisuy quantified <* reaihTy fitted into theories
W a 8 d e h ^ ' Management* that have prevailed in the United States since
pie 1950s;- ,,,.;•• ,. &.;£•"•.?-^ ..-*'.-.V-«»'- •->..-.- . • .'•••'•
•4, Japar^cbh^nksalrea^arashiftu^
ef more antagoniatic U A potictaa,forming johlt ventures with US. aimj ^ i e s and investing ujtfA industry.
i But fo> the.United Sbrtee) to.think toterms of retaflctkm atone, warned
ftobertJ^l^toofHaivlugUri^^
Would r bi, to n^^
national selfexaminatiopi Thii it 4 process that brand other edtpiuts say must take
place beforeAmerica* uVlu^caji return^ Ml health.
•> The probftin, as Reich' « * * . $ £ that poftieiti^afld their policies are
k^ging. far behind changes reshaping the world economy.
• As this series has suggestedLthe fragniepte^ U.& jtUsinmB community
has often sold technology ti Japan too cheaply arid "withtoolittle con*
•{deration of its long-range impact on UJS. «>tepetitiveneBB. Washington
has contributed to the problem by aggressively promoting sale of U.S.
technology abroad as part of weapons co-production programs.
By contrast; Japan controls export of technologies developed with government support and is tightening copyright laws on computer software
as Japanese industry improves its skills in this area.
But in talks with more than Wbusriweaiimii, government officials, scientists, researchers and economists, many other explanations for flagging
US. competitiveness were given Prominent among them:
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• The U.S. research and developmerit effort, the world's second largest
after that of the Soviet Union, has suffered from its emphasis on defense.
Half of aH research and development dollars spent in America are(from
the federal government, and more than half of those are defense-related.
While much of the Defense Department's support for research on computers, microelectronics, lasers and aerospace has potential commercial
spinoffs, the U.S. government lacks effective procedures for getting it
quickly into commercial channels.
By contrast, Japan's New Technology,Development Agency provides
financial assistance to private firms to help them convert work done at
government laboratories into products,: _ ' "''^
• Big corporations and govemrotnV isHke tend'W tfveremphasfte research on basic science and underomphaaize research on less exotic but
important technologies. One example «ited was rdptkjsY,;
US. research stresses
but, acwcH*ito <!w senior « •
ecutive, American robots
improved aJWrty to grip
objects, a mundane bt
work. Although the payoff presumably would
has found a way to redue* drastically the til
y clothing by machine,
In Japan, govern:
development often goes
to tees exotic "medium'
immediate commercial potentiaL In the United
the routine stuff,11 said
Rustom Roy, a fellow
r

... i i'

','imi

j.iVf »«i i - l r'>>igi J i i » t i i

Japan Helps fMth trastttltfi • I t W p e r a t l M
• The federal government is "sprtftillng m o x e b ^ g e t ^ less'' for its research dollars, according to SJ. Bucnsbaum, Ball IrfbV executive vice
president for research. The more than 700 government research Ijb&m
tories are "diffused" and la** well-defined goals. Materials research, which
"uhderWwetjtth^^
* T f e U p h ^ Statei^oe? not pay enough attention to foreign technobj^levelopments. Only 20 percent of Japanese technical publications
>Mi0M$fcta4 into English according to John A. Allc of Congress' Office
','
v^^»chnol&gy Assessment • .•
^ i , * ' < n ^ [cooperative] Japanese syBtem stands^in stark contrast to the
;^jJTOj$# relationship that typkally prevaib between U.S. industry and
«|j^Wninent," according to Washington consultants Harald B. Malmgren
^attdJackBaranson.
•
.f^'Reimt M; Price, president of Control Data, said the most important
~*\4wetiftox between the two countries is "development of a Japanese tra" dftion ^cooperation in developing and exploiting base technologies."
- •U.S. antitrust laws are ambiguous and outdated. Japan helps establish research cartels while seeing to it that companies compete vigorously
in marketing products resulting from the research. But U.S. industrialists
said U.S. antitrust laws make forming anch research consortiums here
risky.
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• ^ ^ T ^ ^ 1 * t o | f l f r j tda 'ribydk*
potties to keep
emerging mbfrtirles growing and d^elopiat during raeesstons. As a result,
<'Japanate oc nttinht hate titan tbfc> to exploit periods of slack business
. actmty to catch, wp with UA autisattitors squealed tor capital and cus-v,
:toin«md^iuii^ these periode, .;..
^ '' i
,\ • \ ^ some nctaW exceptions, such as IBM, Texas Instruments and
Aiftericari Telephone 4 Telegraph, managements-rit large US. corporatkmipoeetajajQrstumb&g Wocb to the exploitation 0/nisw technologies..''
^rof. 'Lasiie Eric Cross, acting director of the materials, research lab- 7
- oratory-^t Pennsylvania State University, noted that JargtUS. corporations often ttave development of new technologies to smtfier companies "to which they can dictate term*." Large Japanese companies, however,
•/ire •technology driven," tad take the lead in new areas. - •
X<- ,• Takeover^yer" and "paper entreprerjeurialism" cUtte** VS. man?t i t a i j ^ r Q d t a ^
._. thv$200imlliott needed to develop an- Americas, video rteoivv,
rftstest aeQihg appliance of the decade. But nt,U» aawjeat'it spsnt
13 billion to aacpjin a finance cttfoany, *• *
.... -V
• large V&- corporations, whichdepend on the stock racrkW to ttttt
. juctj of their cfcpjtk are much more concerned wfofeafcNttingpdteeXiaJ
^tavtetare wiih short-term profits than are Japaneserams, which toad •»
Wfotv from banks w i t h w h ^ ^ ha>*)ck)ae andtagrtlioding'itsNok

. gjtjjftfa^

.., -•

tX*ffl*fc

cjfrporate matiagemtnte aifetoortVnutuvad from tf^procHmMf
.jrttyltym are thsir Japar^ uRUitefparts. U r ^ re««HtlyjFord Mate
<^iirf five, more layers of management between thy factory fldor tad
" loan of the board than TdyoUhai ~ < --t . J' . •;';.:.
ML inar^ftment has devotedfewerof its research and develoiiawX
l*r$k^ttM«rt^^
haswi VS. public education system, has fallen liar behind Japan, Watt
Ctrmany and the Soviet Union in math and science preparation. Hafctof
fie engineering graduate students in the United States are foreigners be-'
cause Americans either ire hot applying or are not qualified.
.'« The American Asauuatiwi for tilt Advancement of Science has said
that far too many students.... lack motivation to study science and
jnatfaamatics" because of "boring" teaching and a school climate "unfavorable to the pursuit of excellence."
i Whether all or some of these reasons can explain Japan's successes in
Its technology race with the United States, they suggest the myriad factors that influence it
Much has been made of the government-industry cooperation that'forefchert nickname "Japan Inc.," and there is no doubt that the Japanese
government hat made a difference.
Current government-backed efforts, involving tax breaks, research
funding and pooling of research information and other subsidies are
' under way m genetic engineering, automated manufacttiring, superspeed
computers, optical communication and measurement, manganese nodule
' exploitation and subset oil exploration.
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entry forward waa to wfWMwtnt of Nikon Airifkn Menahcturihg
Co., a. apodalojrpgajajon,;fa«ernraerA and privafelne* hritated » .
NAMCO, but the government bore the main financierrisk.NAMCO de-;
' veloped the 64-seat YSU civflkn plane, not a great success, but the work"
helped companies acquireexperience. ••.
-...,;.•—^:^.„..v
Subsequently, Japan set up the Civil Transport Development Cortt, a
consortium of three large aircraft cornpaniea establishedtocoordinate Japan's work in building part,of;Boeing,a new 767 Jetliner. However, at that
point direct governmentfirjanoUlsupport was reduced because the companies were deemed strong erough,toshoulder more of the financial risk.
Meanwhile, Japan's Ministry of IntematioriaJ Trade and Industry
(MTTI) has sponsored another wutottium to enable the nation, to to • '
60-60 partner witkBritato* ft^Roytt tffjmatructkm of a new turbo
eogihe for the next generation of international alrfinet, the 160-seater.
Several experta warn against placing too l^jaiportanVaonthait*enmsnt roW fa Japan's success. The US. government pumps far more
noway Into the American scientific and rmtoirtrial crarununity for research
<aM Avefcipmerit than does Japan. The Tokyo government supplies oaly
WtfStceht of the total of such funds in Japan, while Washington supplies
•MBwthanMr^TcehtmthBicountry.
•'*• .Japan'! wcteas also clearly owes mock to the ingenuity, determinalaen
#*iflexibilityof private industry.
; . ;V
\: William J, Abernathy and Richard S. Rosenblootn of -the Harvard
Business School; who studied the way Japan captured the U3. video re*
. corder market, cited "the element of persistence" in Japanese companies.
Betamax, they noted, was the fourth generation of video recorder developed by Sony arid the first that succeeded with U5. tbnsumere. With
no assurance of success, Matsushita established an entire department of
^1,200 employes to develop a video recorder for the commercial marketplace.
. ..- .
_. i, LrttkthingB, rather than big, often make a crucial diiJereiKe, according
! to Americans who have studied Japanese industry.
, , Toyqta and other auto makers eWwarittun spsoTaiidcatfi by using
a "just-in-time" delivery system for cutnpunenta. Parts arrive only when
they are ready to be installed, sometimes with lea than an hour to spare.
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Working with thy hweotorise, tin auto makm can adjik qiMry to Ups
and downs of demand.
In at least em key ujcmwtogfcal area, auto design irtetho^ the United
States is superior to Japan, according to a detailed comparison publahed last August by Japan's Society of Science, Technology and Economics.
While Congress' Offlce,of Technology Assessment does not discount
the importance of Japan's lower wage rates in the auto makers' success, it
said recently that another key element was the Japanese refusal "to quit
the American market when their first offerings proved unappealing; they
persisted and steadily improved their sake."
U.S. businessmen speak almost with awe of the speed with which'Jap*
aqase companies master new technologies and make high-quality prodacts.
"Every tune they ck) something, they do it better {than the last timef
eeM former Boeing vice president William'Beeby, who worked on development of the Boeing 767, parts of which are manufactured in Japan.
"The quality coming back {from Japan] is better, We saw that*
The Japanese have been organized to tap the pool of science in fMb
mmtry," said Dan Burg of Carnegie-Mellon University. They aantf
vjims here, and it's done in an organized fashion.They'll send post-doctoral students to spend time at our locations, but it's rare for US. students to go to a Japanese university."
Whether the United States should, or could, respond to the Jap«MM
challenge by editing some of Japan's methods, si : ;a^cj^v^ui|l#M
among politicians, industrialistsjnd tjobomlc everts.' iV:."'•*•» m ^ , 'i$M
"The Office of Technology Assessment has described the fragtoe^tejp,'
U.S. industrial policy as a "potential strength."
. "Our pluralistk system, which is responsible for so much of the ad hoc \
character of UA policies toward industry, creates an environment where •
flexible andtarwratirerssBtwais are sometimes possible," the OTA said.
Nevertheless, there is a growing sense in industry and academia that,
government needs to provide more consistent direction.
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An example of Washington's stop-and-go tmdn»in» are Reagan administration proposals to curtail energyresearchjust as it has made progress after the 1973-74 oil-price scare.
" •'
"Science irat run on a six-month basis,* Brookings' Roy said. "Yog
have to wait 10 years for results."
While the Japanese ministry has announced a seven-year, $140 million
research effect involving 10 private companies to develop "intelligent"
robots fppfW* of assembling A ™ » of diffamt products, inrliiHing an
entire automobile, the US. government's main robotics research program,
at Wright-Patterson Air Force Base in Dayton, is geared primarily to
making defense contractors'more efficient.
"US. industrial policy is a mess,* a congrHwinral aide said. "It doesn't
add up. It's little bits and pieces. The political element is always dominant here. The kind of political system we have just isn't conducive to
coherent policies."
There are, however, some signs of change. The Reagan administration
has given other indications of its readiness to consider new approaches.
In a highly significant move, the Justice Department's Antitrust Division has allowed 10 competing US- computer companies to establish a
joint research company. Microelectronics and Computer Technology
Carp. No Japanese «*»npnni»B are members, and Japanese firms seeking
access to MCCs technologies must deal with the consortium, not a single
company.
Some have described this project as 'America Inc."
In 1981, Congress passed the research and development tax credit, enabling companies to accelerate their depreciation on R&D equipment It
is credited with spur Hug a dramatic increase in the amount invested in
new, "high-tech" ventures, from 158 million in 1978 to $1.7 billion in
1982. And California, under then-Got. Edmund G. (Jerry) Brown Jr.,
.established the first Commission on Industrial Innovation to recommend
state policies that would help "high-tech* industries.
These steps have the advantage of not requiring a political confrontation with Japan. For, in the heat of the present, it is easy to forget that
Japan is actually a great American success story.
It has reached its position of neartechnologicalparity through American aid, open market and technical ptuwuau. Now, Japan is forcing the
United States to take stock of its own economic performance and is becoming a teacher to its own postwar teacher.
But as Undersecretary of Commerce Lionel H. Otmer has said, "Japan
is not yet a technological giant*
The United States is still bigger andricher.Japan's labor productivity,
the measure of the man-hours required to turn out products of a certain
value and indirectly a measure of technological prowess, still lags behind
that of the United States, although the difference is narrowing and Japan
is an equal or ahead in some key industries such as automobiles.
The $15 billion spent by Japan annually on civilian research and development is only half the amount spent by the United States. The Japanese government's annual spending far research on supercomputers is
leas than that of IBM.
Japan's vaunted system of national planning is not infallible. It has
made serious mjwaWii'ntjnnfl, such as promoting growth of an aluminum
industry now on the brink of bankruptcy.
Some even think that Japan's success in intemational trade may be
exposing its companies to forces that will weaken its society's traditional
discipline and unity of purpose that has characterized Japanese industry.
"The rapid evolution of Japan's economy toward the creation of a
'knowledge intensive' society carries with h enormous potential opportunities,* Olmer said. " . . . The technological race does not need to be a
tero sum game. Both sides a n win, and the results will be of enormous
benefit to afl."
Staff writers Tracy Dahlby in Tokyo and Hobart Rowen in WathingUm
conducted interviews for this series. Staff researcher Carin Pratt contributed to the report.
j.
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One FranWin Plaza. PO. Box 7929. PMaOetohia. Pennsylvania 19101

SmithKline Beckman
CORPORATION
Alan 0 . Loune. Ph.D.
Wee President. Corporate Patents ana Trademarks
(215)751-3189

February 17, 1984
The Editor
Harvard Business Review
Boston, MA 02163
Dear Sir:
I have read with interest the article by Neal Orkin in
the January-February 1984 issue of the Harvard Business Review
entitled "Rewarding Employee Invention: Time for Change." I'm
afraid I must disagree with its basic recommendation that the
U.S. enact a German-type inventors' compensation statute,
similar to that embodied in H.R. 3285.
I am a strong believer in the importance of incentives
to stimulate risk-taking, investment, and innovation. No doubt
incentives such as equity ownership have played an important
role in the creation of many new enterprises in electronics and
biotechnology in the United States. In fact, I would urge that
the preeminent success of U.S. companies in these fields is
testimony both to the vitality of U.S. enterprise and to the
adequacy of our incentive systems, in contrast to the author's
impression that the nationals of other countries, particularly
in Germany and Japan, are outdoing us.
The scheme that Mr. Orkin advocates, however, and the
German system it is based on, principally affect employees of
larger companies rather than entrepreneurs of smaller and newer
companies. And for this type of employee, I believe this
system would be unfair, useless, and bureaucratic.
It would be unfair because it focuses solely on
inventorship, which is a rather precise, limited, legal
concept. In a large company, many people play important and
critical roles in the creation and development of a product,
not just those who, according to the U.S. rules of
inventorship, are designated inventors. Moreover, much of the
success of a new invention arises from effective teamwork in
the testing, development, and marketing of an invention, and a
system that provides significant royalty or other added
compensation to only the limited group legally entitled to be
considered inventors would be disruptive, not stimulative of
new invention.
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In addition, such a system would not promote real
creativity among the scientists of large organizations,
particularly in the chemical and pharmaceutical fields. The
reason is, in my opinion, that most of these people are
scientists who are principally interested in their science
rather than the level of reward that would be provided by a
statutory inventors scheme. Even more importantly, the nature
of their research is such that it would not be increased in
quality by means of a monetary incentive. Genuinely creative
ideas emerge by themselves, and inventions consisting of the
making and testing of new chemical compounds are similarly
unlikely to be stimulated by such incentives.
Finally, a statutory scheme such as is suggested would
impose an expensive and cumbersome corporate bureaucracy on the
patent and research process. It would impede genuine progress
and increase costs that would be passed on to consumers. It
would require timely action, supported by documents, on all
patent disclosures, timely filing of patent applications in
order not to lose ownership rights, and simply add to the
backlog in patent departments and the U.S. Patent and Trademark
Office. It would be known as The .Patent Lawyers Employment Act
by analogy with the new tax laws which create enormous amounts
of business for tax and estate lawyers and accountants. It
would also be a bonanza for the paper companies.
In my view, the present Administration and the
Congress are proceeding with the kinds of initiatives that are
best calculated to improve innovation and creativity in this
country. They include patent term restoration to provide
better incentives to justify investment in risky and long-term
development activity; liberalization of government patent
policy to leave larger companies with exclusive patent rights
on inventions they have made with government funding, and also
to provide greater incentive for investment; improvements in
the patent laws to eliminate hypertechnical impediments to
patent validity, and others.
Moreover, the grass is always greener in other
countries, and we should not lose sight of the fact that our
new scientific and technology-based industries are leading the
world. I am aware that the numbers of patent applications
filed by residents of some countries are unfavorable to the
U.S., but I suspect that many of those applications are merely
sterile responses to the inventor compensation systems which
Mr. Orkin advocates, rather than filings on significant new'
inventions.

45-025 0 - 8 5 - 2 4

2272

There may well be better ways to compensate our
creative scientists, and 1 have indeed devoted thought to the
problem. I am confident, however, that the German-type
inventors' compensation system is not what we need.
Very truly yours,

Alan D. Lourie
AOL: ba
cc: Mr. N. Or kin
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Rewarding
employee
invention:
time for
change
Neal Orkin

Mi. Orkin is a Philadelphia
area attorney and adjunct assistant
professor of business law at Drexel
University who also holds a degree in
electrical engineering. A student of
employee-inventors' rights since 1967,
he is coauthor of Employees' Inventions: A Comparative Study (Femsway
Publications. Sunderland, England,
1981).
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By relying on a voluntary
•ystem of rewarding employees for
invention* and innovations, U.S. corporations are losing out on new ideas
that would help t h a n compete effectively in the world race for new technology. Proposals that would remedy
this situation have come before Congress on several occasions in recent
years, but industry has consistently
opposed them. Now the time for reappraisal has come. Lest American innovation and inventiveness '*"*!>"'• even
further, we must enact a national statutory award scheme for employed
inventors.
Although patents are not an
absolute indicator of innovation, their
growth - or decline - provides one
measure of industrial creativity. By
this gauge, American inventiveness
decreased during the 1970s. The number of U.S. patents per million population issued to American citizens and
corporations fell from 225 in 1970 to
169 in 1980; the number per billion
dollars of CNP, measured in constant
1972 dollars, dropped from 53.7 i n 1972
to 25.8 in 1980. During the same decade the percentage of U.S. patents
granted to foreigners-mostly residents
of West Germany and Japan - increased
from 25% to38.9%.
Were these foreign scientists
and engineers inherently more creative
than their U.S. counterparts! I rhjnfc
not. If one assumes, as I do, that royalties are an effective way to stimulate
invention, then our reward system stifles new ideas.

Rewards American style
Whereas most industrial
nations protect employees' patent
rights by statute, often American
workers must sign preeraptoyment
contracts that turn over these rights to
their companies.
At most large corporations,
employee-inventors do receive nominal awardsi these range from pen sets
and plaques to bonuses of a few hundred dollars. But management reserves
for itself large bonuses based on the
sales and profits those inventions generate. That this generally accepted policy tends to sour employer-employee
relations should come as no surprise.
Nor should it be hard to understand
why it leads scientists and engineers to
abandon invention for management.

To encourage innovation,
one segment of U.S. industry has tried
a new approach. Video game manufacturers give their designers optimal
working conditions and highly visible
personal recognition: More important,
they pay them royalties that range
from 10% to 15% of the profits on their
games. The industry* rapid growth
demonstrates the advantage of this
more equitable system of rewards.

Rewards European style
Many Western European
nations have enacted statutes to protect the rights of employers and
employees. These laws differ in several
regards, but all divide employees'
inventions into two general categories:
free inventions, which are non-workrelated, and service inventions, which
derive from work-related tasks. The
second is more significant, because
80% to 90% of all patented inventions
grow out of the employment
relationship.
Wen Germany's statute,
enacted in 1957, is the most comprehensive of the Western European
service-invention laws. Like most others, it covers inventions that are kept
as company trade secrets as well as
those that are actually patented. In
addition, it extends protection to costsaving, technical improvement suggestions, which are not eligible for
patents.
Guidelines for computing
the compensation due the employee
are also included in the German statute, so that the amount can be adjusted
according to the employees' duties and
participation in the creative process as
well as the invention* value to the
business and the company* investment in developing it.
- Employer-employee negotiations usually determine compensation,
with arbitration before a tribunal as a
last-or next-to- last-resort. Although
an appeal through the judicial system
is possible if either party is dissatisfied
with the settlement proposed by the
arbitration board, few cases follow this
route. In the first 17 years of the law's
existence, only 1,100 cases came to
arbitration, and 75% of these were settled amicably before the board had to
impose a decision.
Not all the European statutes have been drafted this equitably.
For example, although many countries
allow employees to present claims
regardless of the invention* profitability, the United Kingdom* 1977 patents
act allows compensation only for patent* of "outstanding benefit to the
employee" As defined during the Parliamentary debates, rt»« means that
the patent must be a "a humdinger of a
winner," "a bonanza for the employer,"
or "the sort of invention that may revolutionize a company or even perhaps a
whole industry" If the English courts
uphold these interpretations, must
employee-inventors will not be entitled to compensation.
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R e w a r d s Japanese style
Japan* 1959 patent compcn• sation statute contains provisions similar to those in the Western European
laws. Compliance is voluntary, not
mandatory as in Europe. As of 1980
almost 75% of Japans corporations had
adopted service-invention regulations
modeled on those published by the Japanese patent office. Most of the others
have their own schemes for rewarding
employee-inventofs.

D
Appeals to an arbitration
board would be limited to inventions
that have earned mote than $20,000 for
the company. Inventions that fall short
of this amount would entitle the
inventor to a modest compensation
award (perhaps $200| payable when the
patent is granted. This change would
minimize the number of appeals and
reduce paperwork. The National Labor
Relations Board and certain federal
court actions provide precedents in stipulating that a m i n i m u m monetary
amount must be satisfied before they
assert jurisdiction.

Companies that follow the
model regulations establish service
invention review boards composed of a
chairman, a vice chairman, and some
employee members appointed by the
rhainri^ri Fiw-h board determines the
compensation due its company's
employees. With the chairman's permission, inventors may attend the
board meetings to express t h a t views.

D
Time limits that arc now
ill-defined or too restrictive would be
altered to reflect industry practice.
D
H.R. 3285 allows compensation to be redetermined when a major
change in circumstances occurs-for
example, when an invention becomes
profitable in mid-life, after the parties
have agreed to a m i n i m u m compensatory amount. This section would be
limited to cases in which charges of
fraud or misrepresentation appear.

The amount of money
involved in these awards is small by
American standards: the maximum is
less than S 10,000. Nevertheless, in
conjunction with employment practices that also reward innovative contributions, they have had a noticeable
effect on Japanese inventiveness.
Within ten years of the law's enactment the number of patent applications from Japanese citizens had more
than tripled, rising to well over 100,000
per year.

D
H.R.3285 also mandates the
release of all rights to the employee if
the company abandons a patent or
allows it to bpse. Although this
arrangement may be equitable under
most circumstances, it could create a
hardship for an employer that is holding back the invention to protect trade
secrets or to avoid making other products obsolete. A "use it or lose it" provision would resolve such problems by
requiring an employer to pay a nominal rental fee for unused inventions.

Learning from e x p e r i e n c e
Proposed legislation based
on the West German employeeinventors taw now appears as MR.
3285 of the 98th Congress. Although
similar to its prototype in many
regards, it differs in this way. The German arbitration board* findings can be
appealed through the courts. The U.S.
board* factual conclusions cannot,
unless there has been a mistake of law
or the holding has been capricious.
Representatives of American
industry contend that such a law
would disrupt team effort and that
worthless patent applications would
flood the patent office. In addition,
Americans who have dealt with the
German legislation a r g u e - a n d German
industrial leaders do not d e n y - that it
necessitates cumbersome paperwork
and is very time consuming.
But according to a report
recently issued by the US. Library of
Congress, most German business people believe that the innovation the law
fosters outweighs its faults. Therefore.
I suggest that we draw on the Germans'
experience to improve the pending legislation. The following changes should
make the proposed law more acceptable to U.S. corporate managers without
changing its fundamental principles:

D
Finally, tax policy should be
designed to reward real invention and
innovation. Current tax laws, which
allow a 15-year, 25% tax credit for
increases in corporate R&D expenditures, arguably encourage as much creative accounting as invention. I
propose that employee-inventors be
allowed to reduce the amount of taxes
due on their royalties for one year,
employers be entitled t o c l a i m a o n e or two-year deduction and credit equal
to the aggregate royalties paid, and
innovators be eligible to receive partially tax-free bonuses for their work.
In addition to stimulating invenuon,
these tax benefits would promote team
effort by rewarding those who contribute to an invention's commercial success as well as its creator.

' A piece of t h e a c t i o n '
Invention and innovation
require more than the m i n i m u m
needed to complete an assigned task.
Yet our present system uf rewards does
l i t t l e - o r n o t h i n g - to encourage this
extra effort. Remuneration is still the
most effective WayTomduvare
employees, particularly if it includes
"a piece of the action."
The Supreme Court has long
recognized the link between invention
and the prospect of personal gain. The
time has come for the laws governing
employee-inventions to do the same.
By enacting a comprehensive scrvtceinvennan law with property channeled
tax incentives, we will give our scientists a t d engineers their overdue fair
share and prevent a drain of talent from
the Rc\D ranks t o management, where
rewards are greater, m so doing, we will
better our chances of competing suecessfuliy in the world market.
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RESOLUTION 104-1
Resolved, that the Section of Patent, Trademark and Copyright
Law favors in principle the adoption, by those states which
choose to enact employee invention legislation, of the
following Model State Law set out below:
PROPOSED MODEL STATE LAW REGARDING EMPLOYEE INVENTIONS
Any provision in an employment agreement which
provides that the employee shall assign or offer to
assign any of his rights in an invention to his
employer shall not apply to an invention that the
employee developed entirely on his own time without
using the employer's equipment, or supplies, or
facilities or proprietary information except for those
inventions that (i) relate, at the time of conception
of the invention, to the employer's business, or that
of its parent, subsidiary or related companies, or
actual or demonstrably anticipated research or
development of the employer or said companies, or (ii)
result from any work performed by the employee for the
employer. To the extent a provision in an employment
agreement purports to apply to the type of invention
other than those described in subsections (i) and (ii)
hereof, it is against the public policy of this State
and is unenforceable. The employee shall bear the
burden of proof in establishing that his invention
qualifies under this section.
An employer may not require a provision of an
employment agreement made unenforceable hereunder as a
condition of employment or continued employment. An
employer, in an employment agreement, may require that
the employee report all inventions developed by the
employee, solely or jointly during the term of his
employment to the employer, including those asserted
by the employee as nonassignable, for the purpose of
determining employee or employer rights. If required
by a contract between the employer and the United
States or its agencies, the employer may require that
full title to certain patents and inventions be in the
United States.
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September 20, 1983

Mr. David W. Beier, 111
Assistant Counsel
Subcommittee on Courts, Civil Liberties,
and the Administration of Justice
Committee on the Judiciary
2137 Rayburn House Office Building
Washington, D.C. 20515

Dear David:
It was a pleasure meeting with you last week and Bob Frank and I appreciate
the Information you shared with us concerning the various legislative issues
pending before Mr. Kastenmeler's Subcommittee.
At the luncheon, Bob referred to a study that John Stedman had prepared for
our West Coast Patent Subcommittee which addressed Congress' jurisdiction to
enact legislation dealing with permissible employee pre-inventlon assignment
agreements. I have attached a copy of John's analysis of this issue as it
related to HR 4732 and HR 6635 of the 97th Congress, the predecessors to HR 3285
end HR 3286 of the 98th Congress. I had hoped to be able to have the attached
retyped prior to submitting It to you; however, I am leaving the country this
weekend and wanted to b« certain that it was in the mail to you prior to my
departure.
Again, thank you for the time you spent with the two of us last week and we
look forward to working with you, Michael and Mr. Kestenmeler on these and other
legislative Issues.

SlncereW^

W. Thomas Sut+le
Manager, Professional Programs

Attachment
cc with attachment:
cc:

Carl Bay less
Leo Fanning
Bob Frank
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CCKGHESS' JURISDICTION TO J31ACT II.R. 4732 HV.M H.R. 6635
A. Provlsione of H.R. U732 and P.a. 6635
(not coins into detail as to provisions, cxcopt as necossary
to the discussion)
r
1. H.R. 4732
'
a. Defines "inventions" suhjret to the bill
(1) Covers only "patentable" inventions
(2) Defines "employment invention" (Ii3t3 circumstances
that brines it within that term)
b. Prohibits (i.e., renders unenforceable)all "pre-invention
assignment agreements" other than those relating to
"employment inventions."
(1) "Pre-invention assignment agreement" is defined as
one that assigns rights in.an invention not yet cade,
other than a shop right (which is defined, but not
in the term of "shop richt" as such, as a non-transferable, non-ezclusivo license to practice an invention which is conceived or made during actual
employment with substantial uce of the '.s.-loycr'r
"tire, n:U_riil3, facilities or funds'').
c. Requires an employee to disclose all inventions made by
him during employment (subject to the employer lie.-pin;:
confidential).
d. In case of conflict, provides for mandatory arbitration
in the state of employment
2. H.R. 6C35
a. Defines "service inventions" as th03c made durin- enployrent and jrou'lnc out of the employee'3 type of cork or
derived from "experiences caincJ on the Jot related to
operations carried out by the er.ploycr"'.
t. Knploycr has a richt to claim ottnershi? of all "service
inventions", subject to payrent of "adequate" cor.pcnsation (defined as "fair market value" adjusted to talte
into consideration (1) the employee's duties and (2) the
^employer's contribution).
c. fteimlninc provisions, designed to li;>lecc-nt the forecoinr, include the employoe'3 obligation to notify the
employer and the latter's duty to respond; employer's duty
to patent or admit patentability; yr<ivl.zi.o^a for arbitration, court proceedings, etc.; confidentiality rcqulrements; provisions re foreign rights; prohibitions n^ainst
conflicting contracts,'discrimination by the employer,
etc.; and cthorc.
d. All inventions, other than "service inventions" ere "free
inventions", and belon? to the employee.
(1) j-.ployeo'c only duty rith respect thereto is to ilinclosc
free Inventions aado during employment to Lis er.ploycr
so the latter can contest the employee'e claim that
it is "free."
3

* ^ W M I S3?.l!Bd.I!*?' f 6 3 5 a p e tatoodacd .s amendments
to Title 35 (the "Patents" statute).
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B. Constitutions! Provisions and Issucc
1. Under our Federal cyctcn of delocated authority, Conrrccs
can enact only such loClolatl°o o s t h c Constitution ha6
authorised it to enact.
2. The dulecatcd authority to cnnct patent and patent-rclitcd
lao6, ii> to l:c found primarily in Article I, Section 8,
Clause 8 (hereinafter referred to as "Clause B")» which
reads as follows:
"The Concrees shall have power . . . to pronote the progress of science and useful arts, by securing for limited
tines to authors and Inventors the exclusive right to
their respective writings and dlecoverics."
3. QU2STI0M; i.oeu the ncovo-quotod Cl-tusc 8 capower Con;;ren3
to enact statutes that
a. Allocate rights in patentable Inventions (including the
allocation of "shop rights", provided for in H.R. 6635)
as between employers and employees, in the manner provided
by H.R. WlH and H.R. 6635?
b. Require employers to pay "adequate compensation" for
those patent rights to which the bill declares he Is
entitled, as provided in H.R. 6635?
c. Render unenforceable agreements that con.' '.let with its
provisions?
d. Include miscellaneous provisions reasonably designed to
Implement its requirements and policy?
C. Constitutional Doctrine and Interpretation. As It Applies to
the Proposed Legislation
1. Specific provisions of Clause 8, literally interpreted,
contain five conditions:
a. The purpose must be to "promote the progress of . . .
". useful arts."
b . Legislation must be United to "inventors"
c. Legislation must be limited to "exclusive richt3"
d. Legislation must relate to "discoveries"
e. Sights granted aunt be for i\ "limited tiirc" only

f

2. Xnasouc'u ns both i.'.a. l,?J? ont: :-.;:. CCZ5 lrpoac con iiions
en£ llrltotions r.s to ritento:! and p.-tt:ntiblc inventions
only (i.e., inventions that comply with thc provisions of
Title 35), it is indisputable that thc proposals cose aithin
the Constltutionally-delocated authority of Clause 8.
insofar as subject natter lc concerned.
3. The only question, thon, is whether the Constitutional provision
limits Congress strictly to the gran tin,-: of patents, or is
brotd cnou-h to cn^rlr Conr.reea to:
a. Provltn for, licit, and icposc conditions with respect to
tho ncilfnaent or BUCI; v*>tonto (v: Uo '.oth ".7. L?-p
and .<;.;<. iojJ5);
'
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d. IcpoBo "housekeeping" provisions (re notice, arbitration, etc.) designed to Implement enforcement of the
substantive provisions and rondcr then operable and
enforceable.
!*• The General, settled doctrine of Constitutional interpretation is as follows:
a. Congress may not enact legislation that Is in conflict
with expros3 limitations contained in the Constitution.
Clause e contain.- no such express limitation on the
power to implement the provisions contained therein re
"inventions"—provisions th-.it are reflected in t:;o linruo; e
of 'Jitlt yy.
b. Congress m y enact legislation roar.onably designed to
implement and further the carrvine out of legislation
that is enacted pursuant to, ai.d lies vithin, the authority
delegated to it by the Constitution. Sec, e.g., Katzcnbach
v. i:cClun.<r. 379 D.S. 29k ( W t ) holding Constitutional
under the commerce clause, a statute that prohibited racial
discrimination in restaurants offering service to interstate travelers. Some of the Court's cooments wore as
follows:
^Congress is empowered to legislate^ "appropriate
ucans to the attainment of a legitimate end, the effective execution of the granted power to regulate interstate commerce. . . . The activities that are beyond
the reach of Congress are 'those which are completely
vithin a particular State, which do not affect other
States, and with which it is not necessary to interfere,
for the purpose of executing some of the general posers
of the government.' Gibbons v. Ogden, 9 She-it. 1, 195,
6 1 ed 23, 70 (1S<±4). This rule is as good today as
it was when Chief Justice lirshall laid it dowr,
almost a century and a half ago." (p. 302)
". . . In passing on the validity of legislation of
the class last mentioned the only function of courts
is to determine whether tho particular activity re-.u1-3tod or prohibited ir. within the ronch of tho federal
poccr." (p. 305)
" . . . where we find that the legislators, in
light of tho facts and testimony before the;:, have a
rational basis for finding a chosen regulatory scheme
necessary to the protection of commerce, our investi•y
gatlon is at an end. (pp. 30>-504)
"Ee thinl. . . . Congress acted T?ell within its
poner to protect and foster commerce . . .. (p. 30V)
"The power of Congress in this field is broad and
sweeping; where it keeps within its sphere 2nd violates
no crprt-ss con.-.tltutionnl linltatioji it fcac b-.-ta t:..:
rulo of this Court, going back tim't to tho founding
day3 of the Republic, not to interfere. The Civil
Rights Act of 1964, as here applied, we find to be
plainly appropriate . . .. »e find it in no violation
of any express limitations of the Constitution and cc
therefore declare it valid." (p. ~05)
5.

The "reasonableness" of the provisions of H.S. 4732 and
H.R. 6635 conforms to
a. The expressed Constitutional purpose of Clause 3;
b. Established general doctrine of Constitutional interpretation expressed in authoritative legal decisions;
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c. Conparable provisions in the present Title 55;
C. Considerations of lorlc, roncon nnd cornon-censo; and
e. Goneral understanding and oceoptance.
(Elaboration of these fiTO propositions, follows)
6. Accepted Constitutional and statutory mir-.-osc to encour.yc
invention and innovation by rewarding (tand stimulating)
IHTCMT03S
•• Tho noet authoritative expression of the intended purpose
behind Clause 8 is to be found in the Federalist papers.
See Federalist Paper No. Wi, authored by Janes liaison,
in which he coira.cnts as follows on the power of Congress
to enact a patent law:
"The utility of this power will scarcely be questioned.
The copyright of authors has been solemnly adjudged
in Great Britain to be a right at common law. The
right to useful inventions seems with equal reason
to belong to the inventors. The public good fully
coincides in both cases with the claims of individuals. The states cannot separately make effectual
provisilon for either of the cases, and cost of them
have anticipated the decision of this point by laws
passed at the instance of Congress."
b. Kazer v. Stein. 347 U.S. 201 (1954), although a copyright
case, contains the following comment:
"The economic philosophy behind the clause empowering
Congress to grant patents and copyrights is the
conviction that encouragement of individual effort
by personal Gain is the best way to advance public
welfare through the talents of authors and inventors
in 'Seionce and useful Arts.' Sacrificial days devoted to such creative activities deserve rooards
comrensurate cith the services rendered." (p. 21S)
c. As recently ns 19C6, in Cr.-.)-.3;t v. Joiin ncorc Co.. 5"J. *.'.-• 1
(19ff), the "uprcrc Court cocscnted:
"The Concress in the exercise of tho patent poror nay
not overreach the restraints imposed by the stated
constitutional purpose. Nor cay it enlarge the patent
monopoly without regard to the innovation, advancement
*
or social benefit gained thereby. . . . Innovation,
advancement, and things which add to the total S U E
of useful knovledge are inherent requisites in a
patent system which by constitutional coccand cust
"promote the Progress of . . . useful irts." This
is the standard expressed in the Constitution an:! it
nay not be ignored. . . .
"vTithlTi the Units of the constitutional frant, the
Conjre33 cay, of course, lcploscnt the stated purpose
of the Franorc by selecting the policy rhlch In its
juOi'rcnt beet effectuate;: the constitution^} alii.
XhiS'lc y.vt a corollary to the »;.ri:it to CoiiCr:;::- of
any Article I power. Gibbons v. Ogdcn, 9 '•'heal.- 1.
91 thin the scopo established by the Constitution,
Concress may
sot out conditions and tests for patentability.fi (p. 6)
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. d. The Constitution speakB expressly in terms of crantinc
patents to in von torn. This concept it; adopted throughout
Titlu 35, which speaks oxcluclvnly in terms of e^'inting
a patent to the Inventor (uccs. 101, 102) and requiring
that the application be filed by hie except in special
circunetances (soc3. Ill, IVj, 117, llC). In contn-t,
the lass of imny countries •luthoriSi. tfcf ca^lo^cr of the
inventor to apply for the patent in his own name.
e. tony other examples could bo added, but the foregoing are
quite sufficient to support the proposition that both
Clause 8 and the Patent statute enacted thereunder, aro
directed primarily to "promoting progress" through the
device of rewarding and stimulating- the individual Inventor
Canted, that othoro, such as the inventor's employer,
may benefit secondarily from his inventive activities.
It would appear incontrovertible that provisions which
protect the rights of Inventors, including employed
inventors, from encroachment upon their patent rights,
are a reasonable exercise of the Constitutional objective expressed in Clause 8.
Established general doctrine of Constitutional interpretation
a. The courts have consistently held that the Constitutional
provisions delegating authority to Congress to legislate,
in the absence of express language to the contrary, must
be broadly construod to permit.Congress to exercise its
discretion in selecting what it considers appropriate
means of achieving the Constitutional objective. Ilovrhero
has the concept been better stated than in the far out; case
of KcCullou.rh v. Maryland. I, 5hcat.(n.3.) 316 )l8l?),
upholding the Tower of Congress to incorporate '•= bunk,
even though such power re banks is not expressly stated
in the Constitution. The Court said:

r

". . . wo think the sound construction of the constitution must allow to the notional legislature thot
dincrotion, with respect to the means by nhlch the
powers it confers are to be carried into execution,
which will enable that body to perfore the high duties
asel<3icd to it, in the manner post bcia-fici^l to li.c
people. let the cni to lc;:iti~ato, lot it be rlthin
tho scopi. of the constitution, and all means which
are appropriate, which are pliinly adapted to that
end, which arc not prohibited, but consist (sic) with
the letter and spirit of the constitution, are
constitutional.*1 (p. 1(21)

b. The more fact that the Congress may, in enacting legislation,
interfere with or limit common law doctrine or the power
of the states does not prevent its legislating, providing it otherwise falls within its delegated power.
See Katzenbach v. KcCluns. quoted supra. The doctrine
with respect to impairment of tho power of the states
was woll summarised in United States v. Darby. 312 U.S.,
al l24,_ah£re the Court said:
"TBu/Tlmondnent states but a truisu that ill !•• retain- 0
which has not been surrendered. . . .
"From the beginning, and for many years the arendment
has been construed as not depriving the national
(tovernment of authority to resort to all moans for
the exercise of a granted power which are appropriate
•nri oiainl? irtant.crt to the nercltted end."
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c. Again, In the light of these brond and fenerous concepts,
It -j^ncirs ohvlouj thnt the proposed lv,*lsl.itlon clearly
lieu cithln the discretion of Congress, as a means of
pror.otlng the progress of the useful arts, pursuant
to the provisions of Clause 8.
8. The provisions In the bills are not unlike several provisions
already contained in the Patent Laws
*. To the extent that one M y question whether Congress
would be exceeding Its Clause 8 authority by going beyond
the sole act of granting patents and legislating with
respect to assignments and payment of compensation in
return for the assignment of patent rights, one may point
out that Congress has already so legislated. To question
the legality of the proposals contained in B.R. «»732 and
B.B. 6635. therefore, would be equally to cast doubt on
these universally accepted provisions. Examples of
such legislation are as follows:
(1) Sec. 122 of Title 35, preserving the confidentiality
of patent applications, imposes "secrecy" limitations
on patent applications—even.though many of these
may eventually turn out to be unpatentable "inventions."
(2) Sec. 152 provldoe that a patent may be crant'.i to the
"asci^noe of the Inventor of recorj."
(5) Sees. l2l-l?3 provide for cithholding Issuance of patents
on "national security" grounds, abandonment of
patents for unauthorized disclosure, and payment of
compensation for damages resulting from a secrecy
order and for Governmental use of the invention.
(4) Sec. 261 provides that a "patent shall have the attributes of personal property," shall be assignable
or the subject of an exclusive license, and that an
assignment shall be void as against a subsequent
^.urclnser unless recorded.
(5) iioc. lV.'S, 11 tie 28, grants, in effect, a non-exclusive
license to the Government, 3utjcct to the psyct.-nt of
"rcasonablo and entire compensation."
(5) Kany other provisions relate to the usage of, limitations upon, and compensation related to, patents,
but th" forocoinf 1 B sufficient to indicate the prevalence of proviciono that go beyond the narror scope of
granting patents, and extend to questions of hoc they
are used, compensation for use, assignment and licensing thereof, etc.
"§. Considerations of Ionic and reason support the •proposed lerlslatlon
a. Initially, it should be noted that, even though Congress
say not have seen fit heretofore to legislate as to employee
assignments and compensation, this fact provides no basis
for contonilns that it ennot do so. See Hart, The Relations Bctuoon St:ite in* K-.-or-'l !«•*, 5*» Col. I. rev. /("?,
'.•?r.~:L? (I;''.), -h.rwii. Iho •uiti.or points out that, olth
respect to (iolecated potrcrs, since Congress has discretion
not to net at all, % fortiori It hi3 discretion to net
only for a limited purpose. In rup;>ort of this proposition,
be eolocts the patent laws as an o^omple, com=cntinc as folioJC
"Again, Congress has exercised Its constitutional authority to provide for issuance of patents for inventions.
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But the patent laws, as construed, confer only
a narrow right to erclude other persons on
certain conditions, from the use of the invontion."
b. Inasmuch as Congress can control and legislato with rospect
. to ownership of patent rights, it follows as a matter of
course that it can control and legislate with recpoct to
the lesser rifht of assigning and licensing one's rights
in such patents.
;•„
c. Likewise, it followft th-it Conercse c*n control and legislate with respect to providing for compensation as a
condition of conveying one's rights.
10. There aTynoars to be virtually unlvors?! '<Kcc:>t3r.c'.- of Con-rrr-.o'
P07/HT? to legislate reg3rdlnr allocation of rights and payment
of compensation, as provided for In H.R. 4732 and F.B. 6633 •
a. Although there is considerable difference of opinion as
to the desirability of the legislation proposed in
H.R. 4732 and E.R. 6635, there appears to be no suggestion
that Congress lacks power, to enact such legislation
(1) The Section of Patent, Trademark and Copyright Law of
the American Bar Association vigorously opposcc H.B.
4732 and urges state legislation in lieu thereof,
but it concedes that Congress could enact legislation
on the subject of allocation, saying:
"™. . . if a federal law is considered desirable
in the interest of increased uniformity, the
committee prefers enactnent of federal legislation based on the model state statute." 1982
Committee Reports, p. 67
(2) Neal Orkin, in a recent article on the subject (The
Legal Rights of the Employed Inventor In the United
States: A Labor-Management perspective, in Employees'
Inventions—A Comparative Study (Jeremy Phillips cd.,
Fcrnsc.ny Publications, 19B3), p. 152), etitcs M s
belief that this iBsue of employee rights should be
treated as a "labor-management" problem, not as a
"patent" problem (p. 15>2), but it appears clear from
his discussion th at he believes that Clause 8 gives
Congress the power to legislate.£n this area (see pp.
169-172, referring among others/many of the references
discussed above).
b. Thile there are numerous cases involving patents holding
that state lac (including common law) rather than federal
law should be applied to various patent assignments,
licenses and claims to ownership (allocation) :uu". to "uits
for roy:ltiee (compensation), without exception those
decisions ore based on findings that Congross has chosen
not to act in the areas in question. Hone questions Congresn' power to act; indeed, almost invariably the court
has expres.-jly conceded that if Congress had chosen to
act. the Pedoral statute would be controlling. Sec,e.g.,
United States v. EuMller Condenser Corp.. 289 U.S. 1?8
ll'ii>l\:
1 u;•••••• U v. Jclp-.r-.. ??J U.ii. -j.': (l?y); Hy-lin v.
Johnson. 409 f.Supp. 190 (
1976), revcrs=u on tiie
ground that Congress had legislated regarding allocation
of patent rights as between a federal employee and his
Government employer (Kanlan v. Corcoran. 545 F.2d 107.?
(
1976). Cf. Gibbons v. 6i?den. 9 TTuaat. 1 (U.S. 1921*),
in which the quostlon of federal pre-emption vis a vis
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the states with respect to patent righto was arguod extensively, although the Supreme Court held that the state
statute in issue *aa unconstitutional under the "cor.aereo
clause" and, hence, passed over the Clauco 8 issue without
discussion on the aerits. It is significant, however,
that there is nothlnc in tho reported arguments of counsel
(which consume 186 paces of 3heaton, Volume 91) on cither
side that even remotely qubctionc the- porer of Congress
to legislate in this area if it sees fit.
c. One of thu aoot enlightoning and extensive tliocussions of
the power of Congress to act, as contrasted with its actual
legislation, is found in tho Dutlller case. In this case,
the Court held that, In the ibsonce of contract or regulation to the contrary, patent richto in a Covernntnt employee's
invention bclonced to him, not to the Government, in accordance with cosiron law doctrine. The Court, however, recognises in numerous statements the power of Congress to legislate on tro subject. See, e.g., the following:

7

"To the laws passed by the Congress, and to then: alone,
may we look for guidance as. to the extent and the
limitations of the respective rights of the inventor
and the public. . . . And this court has held that
the Constitution evinces no public policy which requires the holder of a patent to cede the use or
benefit of the invention to the United States, . . . "
(p. 189)
"Tho statutes, decisions and adrinictrative practice
negate the crielence of a duty binding one in the
service of tho G ovornment different from the obligation of ono in private otploynent." (p. 192, er.phasie supplied).
The Court summarily rejects a Government contention,
trhich it states as follows: ". . . that a public
policy, to be declared by a court, forbidc one deployed by the United States, for scientific research,
to obtain a oatent for what he invents, t!:oj',h r.cith-*r
the "onrtitution nor any stitutc co declares, (p. 197,
emphasis cupplicl).
In further comments on this proposition, the Court
states:
"The courts ought not to declare any such policy;
its formulation belongs solely to the Congress.
(p. 198). . . . the decision as to chat rill
accomplish the greatest good for the inventor,
the Government and the public rests with tho
Congress. ~e should not read into the patent
laws limitations and conditions which the legislature has not expressed. . . . Korcover, cc are
of opinion Congress has opproved a policy at
virion co rilh the petitioner's contentions. '.This
io demonstrated by o*.';nln=tion of two stntutts.
with their legislative history, and the hearings
and debates respecting proposed legislation chic:.
f.-.lled of pasture." (pp. 19S-199, emphasis supplied).
In concluding that Government ccployecs shouli fc.iv-the same rights as private inventors, the Court comments:
"Congress has now confirmed the soundness of the
views held by the law officers of the Goverjnent
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^regarding a bill leaving patent rights frith
employees except for a shop right in the Govcrament7 (p. 203) • • • It is clear th.it Congress fed no ^urnosu to doclnrn a policy st
variance eith the decicions of this court (p. 205).
. . . Hitherto both the executive and the legislative branches of the Government have concurred in what we consider the correct viow,—that
any euch declaration of policy must cone from
Congress and that no power to declare it is
vested in adclnistrative officers." (p. 209).
Cf. • subsequent order amending the Court's opinion, by
striking (289 U.S. 706) the following:
"No act of Congress has been called to our
attention authorizing the United States to take
a patent or to hold one by assignment. No
statutory authority exists for the transfer of
a patent to any department or officer of the
government, or for the administration of patents, or the issuance of licenses on behalf
of tho United States."
The anendnent does not, however, challenge the basic
proposition that authority for legislating lies with
Congress.
d. This Subcommittee, itself, has on frequent occasion considered bills which involved issues of r.pployer-ensployee
allocation and oaployce compensation, ?ur?:uiut to it:;
Clause 8 dclef.at.-^J authority. A recent couple is I:.I?. C933,
forerunner to Public Lan 96-517.
e. Again, numerous other instances could bo cited supporting
the general and unquestioning acceptance of the power
of Congress to enact legislation of the H.P. i»732 end
E.R. 6635 type if, in its discretion, it deon3 such
enactment desirable
D. Conclusion
The foregoing discussion conclusively demonstrates, in our opinion,
that the answers to the quesllon posad in E, e (&upra, p«je 2)
is unquestionably "YiC" with rocpect to all four types of
provisions.

2287

SCHUMPETER

In which the author argues that
our politicians and economists,
Tta TWO CUATUT economists of this century, Joseph A.
Schumpeter tad fohn Maynard Keynes, were born, only a
tew mootha apart, a hundred yean ago: Schumpetei oo
Feb. 8,1883 in a provincial Austrian town, Keynea on fune
5, 1883 m Camhririgr, Fnajand (And they died only roar
yean apart—Schumpetei in Connecticut on Jan. 8, 1950,
Keynes m southern England on Apr. 21,1946.) The centenary of Keynea' birth it hem* celebrated with a host of
books, articles, conferences and speeches. If the centenary
of Schumpeter's birth were noticed at att, it would be in a
small doctoral seminar. And yet it ia ^ - " ^ " f l incrcasingry dear that it is Schumpeter who will shape the thinking
and t"fi»iiE the tr10 •*•"« on ^^frtATrt*1* theory mn^ economic policy for me rest of this century, if not far the next
30 or SO years.
T i n TWO MEN w i n MOT AHTACOKISTS. Both challenged
tang-standing assumptions. The opponents of Keynes were
the rery "Austrian*" Schumpetei himself had broken
sway from as a student, the neoclassical economists of the
Austrian School. And while Schumpeter considered all of
Keynes' answers wrong, or at least *p'd*««ti"gj he was a
sympathetic critic Indeed, it was Schumpeter who established Keynes in America. When Keynes' General Theory
came out, Srhnrnpeter, by then the senior member of the
Harvard economics faculty, told his students to read the
book and told mem also that Keynes' work had totally
superseded his own ranter writings on money.
Keynes, in turn, considered Schumpeter one of the few
gowr^rrijx^Ty *>***wwniyfy worthy of his respect. In his
lectures he again and again refened to the works Schumpeter had published during World War I, and especially to
Sfhiimpn*r*« essay on die KedrnffttvUgt (Lc, money of
^ffiwinQ as the initial frlnHffrrt for his own thoughts on
money. Keynes' most successful policy initiative, the proposal that Britain and the U.S. finance World War Q by
taxes rather than by borrowing, came directly out of
Schumpeter's 1918 warning of the disastrous conseqnencesof the debt ftnsnring of World War L
~H^n^morco39r
i t e lUBlUl IBWtnr
wetiwcaUnaeooonaetvaTWt'HUmeoryiUoiUollEnl 1
afnJspatattaiarr arlacnhMnlro the free market and in hia
desire to keep polrtJdene and governments out of it.
**« ^""V[|.|*iJ by contrast, had aeikjua donors about toe free
market. He thought that m "mtelllfent monopoly"—the
American BeD Telephone system, for inttanf* had •
treat deal to recommend itaeU. b could afford to take the
fang view instead of beint driven from traneacttrai to
tranacrJoa by abort-term expediency. Hia closest friend
for many yean waa the moat radical and moat doctrinaire
of Enrape'a left-wins socialists, the Anatrian Otto Bauer,
wbo, iinMiftt ataonenry • i * , t j '"tirn'Tlft. waa even more
n U B , MAT U 1M1
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AND KEYNES
sometimes unknowingly, are
following the wrong prophet.

anricapitalist And Schumpeter, while never even dote to
being a socialist himaelf, served dttrini 1919 as minister of
finance In Austria's only socialist government between
the wars. (cJuuaatttculjKisunainjaiscd that Mux had
been dead wrong in every one of 1
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tfons were
more important than answers.
,
nmft#.t>Tmi^.
1111 UU1ULULU UeiWRlI UliUUiyeier and Keynes go
much deeper than economic theorems or political views.
The two MW a different economic reality, were concerned
with different problems and defined "economics" quite
differently. These differences are highly important to an
understanding of today's economic world.
Keynes, for all that he broke with classical economics,
operated entirely within its framework. He waa a "heretic" rather than an "infidel" Economics, for Keynes, was
the equilibrium economics of Ricardo's 1810 theories,
which dominated the 19th century. This economics deals
with a dosed system and a static one. Keynes' key question was the same question the 19th-century economists
had asked: "How can one mainuin an economy in balance
and stasis?"
For Keynes, the main problems of economics are the
relationship between the "real economy" of goods and
services and the "symbol economy" of money and credit)
the relationship between individuals and businesses snd
the ''macro-economy" of the nation-state) and finally,
whether production (that is, supply) or consumption {that
is, demand) provides the driving force of the economy. In
this sense Keynes was in a direct line with Ricardo, John
Stuart Mill, the "Austrian*" and Alfred Marshall. However much they differed otherwise, most of these 19thcentury economists, and that indudes Marx, had given the
same answers to these questions: The "real economy*'
controls, and money is only the "veil of' things") the
micro-economy of individuals and businesses determines,
and government can, at best, correct minor discrepancies
and, at worst, create dislocations, and supply controls,
with demand a function of i t
KiYNis ASUD the same questions that Ricardo, Mill,
Man, the "Austrian*" and Marshall had asked hut, with
unprecedented audacity, turned every one of the answers
upside down. In the Keynesian system, money and credit
are "real," and goods and services dependent on, and
shadows of, the "symbol economy") the macro-economy,
the economy of the nation-state, is everything, with individuals and firms having neither power to influence, let
alone to direct, the economy nor the ability to make
effective decisions counter to the forces of the "macroeconomy) and economic phenomena, capital formation,
productivity and employment are functions of demand.
By now we know, as Schumpeter knew SO years ago,
that every one of these Keynesian answers is the wrong
answer. At least they are valid only for special cases and
m m MAT U. IMS
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Schumpeter insisted that innovation is the very essence of
economics and most certainly
of a modern economy.

within faiity nanow ranges. Take, for instance, Kernes'
key theorem: that monetary events—government deficits,
interest rates, credit volume and volume of money in
circulation—determine demand and with it economic
conditions. This assumes—as Keynes himself stressed—
that the turnover velocity of money is constant and not
capable of being changed over
rt term by Individuals or firms. Schumpeter pointed out 50 years ago that all
evidence negates this assumption. And indeed, whenever
tried, Keynesian economic policies, whether in the original Keynesian or tn the modified Friedman version, have
been defeated by the "micro-economy" of businesses and
individuals, unpredictably and without warning, changing,
the turnover velocity of money almost overnight.
WHIN n a KiTNtsiAN ruscurnoNS
were initially tried—in the VS. m
the carry New Deal days—they
seemed at first to work. But then,
around 1935 or so, consumers and
businesses suddenry sharply reduced
the turnover velocity of money with*
in s few short months, which aborted
a recovery based on government deficit spending and brought about a second collapse of the stock market in
1937. The best example, however, is
what happened in this countryin the
last few years. The Federal Reserve's purposeful attempt to
control the economy by controlling money supply hasa
largely been defeated by consumers and businesses who"

whether government spending, interest rates, money supply or tax cuts, controls the economy predictably and with
near *cei taiii ly.
That the Keynesian answers were not going to prove any
more valid than the pre-Keynesian ones that they replaced
was dear to Schumpeter from the hrgtnning But to him
this was much less important than that the Keynesian
questions—the questions of Keynes' predecessors as
weU-^were not, Schumpeter thought, the important questions at sfl. To him the basic fallacy was the very assumption with which Keynes had started out: the Mtirmprion
that the healthy, the "normal," economy is an economy in
static equilibrium. Schumpeter, from his student days on,*
held that a modern economy is always in dynamic disequilibrium. Schumpeter's economy is not a dosed system
like Newton's universe—or Keynes' "macro-economy." It
is forever growing and changing, and is biological rather
than mechanistic in nature. If Keynes was a "heretic,"
Schumpeter was an "infidel-"
Schumpeter was himself a student of the great men of
Austrian economics and at a time when Vienna was the
world capital of imnomir theory. He held his teachers in
hfclopg affection,
rto his doctoral dissertation—
1
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Into money market funds ana from long-term investments
into liquid assets—that is, from low-velocity into bigbvdodty money—to the point where no one can really teU
any more what the "money supply" is or even what the
term means. Individuals and businesses seeking to optimize their self-interest and guided by their perception of
economic reality will always find a way to beat the "system"—whether, as in the Soviet bloc, through converting
the entire economy into one gigantic black market or, as in
the VS. in the last few years, through transforming the
ftr""*H system-overnight despite laws, regulations or
This does not mean that economics- is likely to return to
pre-Keynesian neodassidsm. Keynes' critique of the neodassic answers is as definitive as Schumpeter's critique of
Keynes. But because we now know that individuals can
ana will defeat the system, we have lost the certainty that
Keynes imposed on economics and that has made the
Keynesian system the -lodestar of economic theory and
ftftnomk policy far 50 years. Both Friedman's monetarism and suppry-side economics arc desperate attempts to
patch up the Keynesian system of equilibrium economics.
But it is unlikely that either canrestorethe self-contained,
self-confident equilibrium economics, let alone an economic theory or an economic policy tn which one factor.
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veryweD knew that
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their theory did not pre any rationale
for profit Indeed, in the equilibrium
economics of a dosed economic system there is no place for profit, no
Justification for it, no explanation of
i t If profit is, however, a genuine
cost, and especially if profit is the
only way to maintain jobs and to create new ones, then "capitalism" becomes again a moral
system.
Morality and profits. The classical economists had
pointed out that profit is needed aa the incentive for the
risk taker. But is mis not really a bribe and thus impossible
to htsttfy morally? This dilemma had driven the most
brilliant of 19th-century economists, John Stuart Mill, to
embrace socialism in his later years. It had made it easy for
Marx to fuse dispassionate analysis of the "system" with
the moral revulsion of an Old Testament prophet against
the "exploiters." The weakness on moral grounds of the
profit incentive enabled Marx at once to condemn the
"capitalist" as wicked and immoral, and assert "scientifically" that be serves no function and that his speedy
demise is "inevitable." As soon, however, aa one shifts
from the axiom of an unchanging, self •contained, closed
economy to Schumpeter's dynamic, growing, moving,
changing economy, what is called "profit" is no longer
immoral It becomes a moral imperauve.aaajcfiLthe_
tton then Is no longer the question that
dassicEianasfaJllggtMl - , r T ^ 1 M " & -

THIS ALONI makes Schumpeter's economic model the
only one that can serve as the starting*point for the
economic policies we need Pearly the Kevnesian—or
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lumpeter gave no answer—he did not much believe
in answers. Bat 70 years ago, as a very young man, be asked
what is clearly going to be the central question of economic theory and economic policy in the years to come.
1
And then, during World War I, Schumpeter realized, long
before anyone else—and a good ten years before Keynes
did—that economic reality was changing He realized that
World War I had brought about the monetarizatioa of the
economies of all belligerents. Country after country, including bis own still fairly backward Austria-Hungary, had
succeeded during the war in mobilizing the entire liquid
wealth of the community, partly through taxation, but
mainly through borrowing. Money and credit, rather than
goods and services, hsd become the "real economy."
In a brilliant essay published in a German economic
journal in July 1918—when the world Schumpeter had
grown up in and hsd known was crashing down around his
ears—he argued that, from now on, money and credit
would be the lever of control. What he argued was that
neither supply of goods, as the classicists had argued, nor
demand for goods, as some of the earlier dissenters had
maintained, was going to be controlling anymore. Monetary factors—deficits, money, credit, taxes—were going to
be the determinants of economic activity and of the allocation of resources.
This is, of course, the same insight on which Keynes
later built his General Theory. But Schumpeter's conclusions were radically different from those Keynes reached.
Keynes came to the conclusion that the emergence of the
"symbol economy" of money and credit made possible the
''economist-king/' the scientific economist, who, by playing on a few simple monetary keys—government spending, the interest rate, the volume of credit or the amount of
money in circulation—would maintain permanent equilibrium with full employment, prosperity and stability.
But Schumpeter's conclusion was that the emergence of
the "symbol economy" as the dominant economy opened
the door to tyranny and, in fact, invited tyranny. That the
economist now proclaimed himself infallible, he considered pure hubris. But, above all, be saw that it was not
going to be economists who would exercise the power, but
politicians and generals.
And then, in the same year, fust before World War I
ended, Schumpeter published The Tax Sum ("The Fiscal
State" would be a better translation). Again, the insight is
the same Keynes reached 15 years later (and, as he often
acknowledged, thanks to Schumpeter): The modem state,
through the nynawUma of *••*•***** and borrowing, has
acquired the power to shift income and, through "transfer
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He prophesied inflation would
destroy democracy and capitalism. Inflation is now the central
problem of free markets.

payments,'* to control the distribution of the national
product. To Keynes this power was a rnagtc wand to
achieve both social frattee and economic progress, and
both economic stability and fiscal responsibility. To
Schumpetcr—perhaps because be* unlike Keynes, was a
student of both Marx and history—this power was an
invitation to political irresponsibility, because it eliminated aD economic safeguards •g*'**** inflation. In the past
the nubility of the state to tax more than a very small
proportion of the pas* national product, or to borrow more
than a very small part of the country's wealth, had made
infl*H4?n self-limiting. Now the only safeguard against
inflation would be political, that is, sett-discipline. And
Schumpetcr was not very sanguine about the politician's
capacity for self-discipline.
Schumpeter's work as an economist after World War I ia
of great importance to economic theory. He became one of
the fathers of business cycle theory.

the perfect equilibrium of an eternally stable economy
through control of money, credit, spending and taxes.
Schumpetcr, however, mcreasingly concerned h1?1*—M
with the question of how thepubUc sector could be controlled and limited so as to maintain political freedom and
an economy capable erf performance, growth and c h * n r
When death overtook turn at his desk, be was revising the
presidential addict* he had given to the American Economic Association only a few days earlier. The last sentence he wrote was: T h e stagnationist* are wrong In thendiagnosis of the reason the capitalist process should stagnate] they may still turn out to be right in then prognosis
that it wUl stagnate—with sufficient help from the public
sector."
Keynes' best-known saying is surely, "In the long run we
are all dead." This is one of the moat fatuous remarks ever
•made. Of course, in the long run we are all dead. But
Keynes in a wiser moment remarked that the deeds of
today's politicians are usually based on the theorems of
BUT SCHUMJITM'S BEAL contribution long-dead economists. And it is a total fallacy that, as
during the 32 years between the end Keynes implies, optimizing the short term creates the
of World War 1 and his death in 1950 right long-term future. Keynes is in large measure responwas as a political economist, to 1941, sible for the extreme short-term focus of modem politics,
when everyone was scared of a world- of modem economics and modem business—the shortwide deflationary depression, Schum- term focus that is now, with considerable Justice, considpetcr published his best-known book, ered s major weakness of American poucymakera, both in
Capitalism, Socialism and Democracy, government and in business.
still, and deservedly, read widely. In
this book he argued that capitalism SCHUMKTU ALSO D o w that poUdes have tofitthe short
would be destroyed by its own suc- term. He learned mis lesson the hard way—as minister of
cess. This would breed what we finance in the newly formed Austrian republic in whkh
he, totally unsuccessful, tried to stop inflation before it got
M i n i u m 1U.H
out of hand. He knew that he had failed because his
measures were not acceptable in the short term—the very
measures that, two years later, a wmeconomitt, a politician and professor of moral theology did apply to stop the
inflation, but only after it bad all but destroyed Austria's
economy and middle classBut Schumpetcr also knew that today's short •term measures have long-term impacts. They irrevocably make the
future. Not to think through the futurity of short-term
oVrisions and their impact long after "we are all dead" is
^irresponsible. It also leads to the wrong decisions. It is this
constant emphasis in Schumpetcr on "»'" fctw t through the
long-term consequences of the expedient, the popular, the
clever and the brilliant, that twfcft him a great economist
and the appropriate guide for today, when short-run, clever, brilliant economics—and short-run, clever, brilliant
politics—have become bankrupt,
m some ways, Keynes and Schumpetcr replayed the
best-known confrontation of philosophers in the Western
tradition—the Platonic dialog between Parmcnidea, the
brilliant, clever, irresistible sophist, and the slow-moving
i of democracy and of a free-market and ugly, but wise, Socrates. No one in the internal years
was more brilliant, more clever than Keynes. Schumpetcr,
economy alike, fust as Schumpetcr had prophesied.
The Keyncsians in the Forties ushered in their "prom- by contrast, appeared pedestrian—but he had wisdom.
ised land," in which the economist-king would guarantee Cleverness carries the day. But wisdom endureth. •
KXUU, MAT U. tMI
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A WAGNERIAN
VISION
There is no place in Keynes1 •fesEl*.
system for IBM, McDonald's ^ M U
hamburgers and venture capital. There is in Schumpeter's.
r^^^^ailUIMJpiMeenDal
WjtommW.\

Without
them there can be neither growth nor pwgifii Schunv
peter baited Keynes far denigrating the imporunce cf
savings, m this we now know that Schumpeter was correct We a e currently paying the price in slowed growth
tor decades of neo-Keyneaian policies that penalized sarmgs and encouraged, eren subsidized, c
There is much more in f "
that capitaBam w a

As * young man Joseph Alois Schumpeter proclaimed be
had three wishes in life. To be the neatest lover in Vienna.
Tb be the greatest horseman m Europe. And to be the
greatest economist in the world. History records only
spottily bis achievements in the first two fields, bat it fa)
now quite dear that he did become the greatest economist TaexcesaeaTSaiuF^
of the 20th century. His vision was
not narrowly economic but close
to being prophetic about the whole
direction in which society has
been moving.
Schumpeter is not easy to read,
but he did have a wry sense of
humor. He wrote that Mars' ideas
had a good chance of prevailing,
pureaggraBT
MX because they were correct, but
lln^nrmlftMWtt.MflUmwoTOTl
in good measure because they apiSxBrmmaaganchxc
DIISTJ
pealed to the unsuccessful, who
they were fashionable. Perhaps hefc
were, by definition, the most nucause bis was not a cheerful mesmerous. Such flashes of ironic ho*
sage it made few converts. But that
mor and bis own colorful personalwas before the world learned about
ity notwithstanding, Schumpeter
stagflation bred by neo-Keyneaian
was not the popular essayist
policies.
Keynes was. Nor were his ideas
Fittingly for a child of tum-ofwhat the press, the public and the
the-century Viennese culture,
pHffirt"Tf wanted to hear.
there was something Wagnerian
He believed that full employabout Schumpeter. He was a roment and economic stability were
mantic in his thMktng as in his
unhealthy and unwise goals. That
life. The same young man who
the recessionary phase of the busicraved beautiful women and beauness cycle and its attendant suffertiful horses once reportedly fought
ing in |**wpnif*fy Joblessness and
a duel with a librarian over ma
numeroiu bankruptcies were thera- AMqffkcttonattcMHcmtMrtqfScbtmpettr
students' right to use books. Unpeutic for preserving economic effi' tml$l$tKt>*nb*iaaAiatHm*M6tm*rtf
like Keynes, Schumpeter was not
nmame*.
B*
wot
ktttr
to
wr0m
*<QfaB
fto
in
love with order but with dynackney and inflation-free growth.
A t mism. Keynes sought economic
That the welfare state would lead to rmoomjbr aft* Jbflam qfmblm as**,
m
mKHtbmpot+intt$a»bUbattyk>*Mia.
equilibrfumi
Schumpeter believed
y bereft of vitality.
•~~——
in economic growth.
"We are aD Keynesians now," Richard Nixon proclaimed a decade or so ago. But die tide ts swinging slowly
away from what passes today as Keynes' ideas ana toward
the kind of thinking Schumpeter espoused. Quietly, a
Schumpeterian revival is under way. ft remains to be seen
whether his warnings will be heeded soon enough to save
capitsHsfp and democracy from being destroyed by their
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Patents and incentives to invent
J. Phillips
The laws which govern, the grant of patents for inventions are assumed to serve two useful ends.
Firstly, they are conceived as an incentive to inventors to make and then disclose their inventions.
Secondly they are viewed as providing an appropriate means for facilitating a division of resources
between those who make inventions and those who exploit them. Both these presumed functions are
examined in this article, which raises questions as to the utility of current laws in the achievement of
these ends.

Nowadays ihe notion of the 'patent
grant is generally equated with that of
the provision of a legal reward for a
person who makes an invention, but
this has not always been the case. Since
the first English patent was granted in
1331 the patent has been variously
employed as a means of protecting
foreign artisans, as a reward for royal
friendship or patronage, as a mineral
concession, and as an adjunci to the
development of craft apprenticeships
[ I ] . The role of the patent as an
inventor's reward, and as an encouragement of further invention,
which has enjoyed great currency during the last two centuries, is now becoming the subject of close and critical
scrutiny on the pari of lawyers and
laymen alike. It is the function of this
article to review some of the assumptions underlying the patent system, to
place them within the current industrial
environment in which pa term are supposed to play their role, and to investigate some of the criticisms which have
been levelled against the patent system
as it operates today.
Briefly stated, a patent gives its owner (2) a legal right to prevent anyone
else from nuking or using the invention which b its subject. This right is
not automatic, but b contingent upon
the successful outcome of a process of
application, and public disclosure, of
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the invention which commonly exceeds
two years and b frequently longer.
Once granted, the right subsists for a
period which commonly lasts for twenty years (sixteen in the United Stales)
from the 'priority' date of the patent
application: in fact, in many jurisdictions the patentee must renew his patent each year (often after the expiry of
the fourth year) if he wants his right to
continue. The right, once granted, b
not absolute, for a patent may be
revoked, compulsorily laid open for the
use of commercial competitors, or used
for the purposes of the State. It a.
however, treated much Kkc any other
type of legal property, and may be sold
or licensed to others.
Tha patent as a stimulus to Invent
Most legislatures, and apologists for
the patent systems, have assumed that
the availability of a patent gram operates as a stimulus upon the mind of the
inventor, and that the promise or expectation of some sort of pecuniary
advantage deriving from it will motivate the otherwise non-inventive (or
merely potentially inventive) mind to
invent. T h b assumption has scarcely
been challenged throughout history [3],
although there b no empirical evidence
to support it and some recent evidence
to indicate that it a misconceived.
That a causal connection between
the hope of a patent grant and the act
of invention should be presumed b
itself remarkable. However one seeks
to define the mental process of invention, it b obvious that It b a process
which itself requires a degree of intellect sufficient to initiate an innovatory
thought process or at any rate to recognise the significance of any novel
occurrence. We may call thb the
'capacity to invent.' The hire of a
patent grant cannot create or enhance
thb capacity to invent; it can, of
course, stimulate in abstract the desire
' to invent, but thb b not a sufficient
condition of Che art of invention.
What does stimulate inventors to
invent? The question a fraoght with

problems of definition and of methodology. How can one indicate with
sufficient precision what one means by
a stimulus? Is a pecuniary stimulus,
say, of the same order as a purely
intellectual one? How does one measure the relative impact where more
than one stimulus, or class of stimulus,
has apparently motivated an inventor?
Is the inventor's own ex post facto
self-report a reliable basis upon which
to gauge the effect of stimuli? The
inexact nature of the discipline of
psychology, and the tensions between
cognitive and behaviourist schools of
psychology, give some measure of the
nature of these problems as regarded
by the legal policy-maker, the economist, or the industrial sociologist.
A recent survey of inventors in Australia, conducted by Stuan Macdonald
(4], revealed that the desire to solve •
specific problem was given by 411 out
of 586 respondents as a reason for their
•engaging in invention, and the desire to
be useful to society was mentioned by
420. while the making of money was
mentioned by only 328. On the other
hand, once an invention had been
made, 436 out of 569 respondents applied for patents in order to make
money out of their inventions. It is
difficult to know what conclusions are
to be drawn from thh self-report survey but it a likely that, if the reasons
given arc the product of honest response and not of a wish to appear to
be (initially) motivated by altruism, the
itent grant does not so much sti mate inventive activity as provide a
potential means of converting the fruits
of that activity into some sort of financial benefit
T h b survey was, however, conducted
among 'individual' or 'non-corporate*
inventors. Though there b little in the
way of actual data, h b generally
reckoned that around 80-85 per cent of
patents derive from invention] made by
employees in the course of their emptoyment duties (5). How does the
patent system affect them? Once again
reputable data b scarce [6), but it b
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generally assumed thai the likelihood a right to the exclusive exploitation of
of a patent {rant will not he of concern that invention. The extent to which
that right o exploited is taken lo be the
to the employee inventor where the
benefit of the patent will accrue to his fair reward for the making of the
employer, a result which is obtained in invention and for the financial outlay
many jurisdictions where the function which leads to its being marketed |7].
In a controlled economy the law seeks
of the law b seen not merely as the
encouragement of invention but also as instead to facilitate state exploitation of
the invention and to provide for the
the protection of the employer's investment in the inventor's salary, training, calculation of a reward for the inventor's endeavours which is based not
and wort environment.
upon the commercial value of the inWhere the inventor is a full-time
vention but upon its social value in the
employee of a company or organisation
community
where it b used (8).
which dictates the area of research and,
Both the capitalist and communist
in many cases, the way in which it b to
legal responses to invention are,
be conducted, it has been recognised
however, linked to the notion of- the
that the prime stimulus to invent b not
law as a means of providing an inventhe patent grant but the sum total of
tive stimulus. This b because in both
*in-house" incentives provided by the
systems there rests the very sensible
employer. In the United Slates, where
expectation that the presence of wellthe Federal legislature has been relucrewarded inventors, whether in the
tant to intervene in the delicate balance
work-place or within the larger comof interests of employer and inventor,
munity, will attract the attention of
such incentives have taken many
forms: for example, cash rewards, holi- .others who will in turn seek to imitate
their actions and share their prosperity.
days, improved research, conditions or
Such an incentive should be capable of
facilities, or even the allocation of
operating upon the mind of would-be
shares in the employing company. The
inventors even if the notion of the
common factor showed by these
grant of a patent right b not. of itself, a
apparently diverse inducements is that
potent stimulus to invent. It fails,
they are in principle ex gratia: the
however, when the would-be inventor
employee inventor has no right to reperceives no such beneficiaries of the
ceive them but merely the hope that he
fruit of success.
will do so. The principle of ex gratia
awards has often been criticised in that
the inventor cannot be sure to receive
Rewarding employee Inventors
compensation commensurate with the
Since the vast majority of patentable
commercial value o!" his invention; but inventions arc made by those who are
even the hope of an ex gratia benefit b employed to do so. the provision of
capable of motivating an employee to- adequate and incentive-bearing rewards inventive activity of a kind dewards for employee inventors should
. sired by the employer, so long as toe be a prime concern of any stimulusprospect of gain b more real than oriented patent law. The number of
illusory.
legal options b considerable. For example, the taw can provide cash or
Legal rights as stimulus or response other rewards at the state's expense,
The foregoing account has dwelt solely which measure the social or the comupon the problem of providing an apt mercial utility of the invention [9]; or it
stimulus or incentive to invent. It b can make no express provision at alt,
apparent that thb problem does not leaving it open to employers to weigh
conveniently lend itself to the formula- against each other the competing
tion of a legal solution, since law (like claims of expenditure on invention
psychology) b an inexact science. compensation and invention developMoreover the taw. if it n not to be ad ment (10); again, the law can leave the
hoc in its embodiment, seeks as its patent technically under the empreferred mode of problem solution ployee's control but subject to the
the formulation of rules which are to employer's first option on its exploitabe of general application', while it b tion [11], or to his tree licence to use
evident that there are a multiplicity of the invention as he pleases [12]; or it
reasons why people invent and that the can take the patent away from the
law cannot easily encompass tbem all.
inventor so as to safeguard its exploitaLegislators have therefore concen- tion by the party which has paid for it.
trated their attention upon the results but allowing the employee to daim
of inventive activity instead. Once an compensation- where the patent b
Invention b made, the taw provides used—profitably f 13] or otherwise by
general rules which govern the oppor- the employer.
tunity to derive a fair reward for the
Each legal solution raises practical
exploitation of it. ID a mixed or capital- objections. A problem shared by all
ist economy the taw customarily pro- sortitions b the difficulty of computing
vides for the grant to the inventor (or the appropriate level of compensation
whoever holds the right in his place) of to be received by the employee inven-

tor. This is because the principles to be
followed in making the compensatory
award are open to controversy. If, for
example, inventors A and B both make
similarly lucrative inventions for their
employer, should the fact that A b
under a duty to invent but B is not, and
b assumed to be non-inventive, mean
that B receives greater compensation
than A for his efforts? If B does
receive more because hb invention b
the more meritorious for its being unexpected by the employer, will there be
a negative impact upon the stimulus of
future inventions made by A and his
fellow invention-orientated employees?
And if C and D both make similarly
lucrative inventions for their respective
employers, should C receive more than
D when his employer b only a small
firm upon whkh hb invention makes a
big impact, while D*s employer b a
multinational conglomerate whose
profits from the invention will scarcely
be noticed in the annual balance
sheets? These and many other similar
problems will trouble the seeker after a
uniformly applicable formula for the
compensation of employee inventors.
The favoured solution'
Notwithstanding the practical and
theoretical problems inherent in this
area of legal application, it b apparent
that there b a developing trend
amongst Western industrialized economies towards the adoption of a type of
compensation law which, whatever its
theoretical objections, does seem in
theory to provide adequate compensation for the inventor, sufficient incentive for the prospective inventor, and
security for the employer. The typical
characteristics of such a taw are in
general, as follows:
(i) The employee inventor h allowed
to keep an invention whkh be was
clearly not engaged to make;
(ii) The employer win own an invention which the employee inventor b
dearly engaged to make;
(iii) In 'grey areas' such as inventions
made at the periphery of an employee's
employment role, or those which relate
to the employer's business activities,
the employer may expect cither the
first option to obtain ownership of the
patent, or a right to use the invention
where the legal right is retained by the
inventor,
(rv) The employer b unable to compel an employee to assign Xo him the
legal rights in inventions which are
unrelated to the Utters duties;
(v) Use of the invention by the
employer will entitle the inventor to
secure compensation;
(vi) Such compensation may be very
small (or non-existent) where the Invention b closely related to the employees duties, or where its exploitation generates little profit, but large

2295
where the act of invention is over and
above the inventor's duties or where
the exploitation of the invention generates especially great profit;
(vii) The amount of compensation
payable is to he negotiated by the
inventor and his employer but. failing
agreement, assessment of a reasonable
figure for the award win be made by •
court of law or by an expert tribunal.
(viii) The sum to be received by an
inventor may be subject to the application of more detaited schemes negotiated between the employer (or employer's organisation) and trade untons.
Efficacy of the 'favoured solution'
Advocates of the 'favoured solution*
claim that it is not only the fairest in
terms of its allocation of economic
resources and in its reward for human
endeavour, but that it actually encourages inventive activity. In countries
such as West Germany and Sweden,
where such laws have long been in
existence [14], there is certainly a record of considerable domestic inventive
productivity, but it is not possible to
assess whether this would not have
taken place even in the absence of their
respective
legislative frameworks.
More tellingly, some countries which
operate the 'favoured solution' (or analogous) laws, and Japan in particular,
do seem to have encouraged a higher
rate of domestic inventive activity than
the United States, wtere the caaons of
freedom of contract are able, for the
most part [15], to determine how palent rights and their rewards are divided between employer and inventive
employee [16]. Bald 6gures do not,
however, indicate the quality of the
inventions which are the subject of
patent application, so it cannot be
gauged whether figures from 'favoured
solution' jurisdictions simply reflect a
larger number of applications for relatively worthless patents made at the
instigation of employees eager for the
chance of a reward.
Critics of the- "favoured solution'
argue that it b an act of misconceived
-charity to award the employee inventor
at the expense of other employees
whose admittedly non-invent'rve work
may nevertheless have done much to
contribute to the invention's success;
that it creates rivalry and distrust between fellow members of research
teams; that it requires the employer to
pay twice for Jus employee's work and
that the inventive employee b already
sufficiently rewarded by having a job
which pays him whether or not be
succeeds in' making an inventfoa (17).
If b only fair to say thai these criticisms
would appear to have as BttJe substance in fact as do some of the lauda-

tory assertions of proponents of the
"favoured solution*. Ii b. however,
worthy of note that, while advocates of '
that solution can be found on both
sides of the industrial divide, critics
tend to belong specifically to the cmplover's side.
One important practical matter has
so far remained undiscussed: thai b the
incentive towards the inventor's not so
much taking the invention as dbdosing
it once he has invented it [18]. The
employee who stands to gain from the
marketing of an invention by hb employer, whether he or the employer
actually owns the patent, has a more
obvious reason for telling his employer
about it than does the employee who
has signed away all his rights to benefit
in exchange for a salary which he b
already earning. Without the disclosure
of the invention by the inventor, there
b no exploitation of it and no-one
benefits at all. The favoured solution'
provides an incentive towards such disclosure, and this incentive b not always
provided in the freely-negotiated contract of employment.
Tht British experience.
In 1977 the United Kingdom adopted
its own version of the 'favoured solution' in respect of inventions made on
or after 1 June 1978. The introduction
of such a scheme was not endorsed by
the Banks Committee on Patent Law
Reform in its 1974 report [19], nor
does it appear to have been supported
by British industry. On its introduction
it was claimed that the scheme, in so
far as it sought to encourage future
invention or provide recompense for
inventions once made, was effectively a
dead letter because of the legal qualifications militating against the employee's entitlement to receive • reward (20]. For example, where an
invention belonged initially to the employer, the employee could not expect
to receive anything at all unless be
could prove that the patent resulting
from the invention was of 'outstanding
benefit' to the employer [21). No
criteria for such 'outstanding benefit*
were laid down, and no convenient
means were provided for the prospective claimant to ascertain the value of
the patent to hb employer.
How has the scheme actually operated over its first five years? What
impact has rt made upon the inventive
environment within which it operate*?
There b little in the way of informed
comment upon its practical effect [22]
and fink, too, in the form of hard
statistical data. A glance at Table 1
indicates that there b no general opward trend in domestic innovation, as
evidenced by the aggregate of patent
applications received from United

Kingdom applicants, although tl can be
seen that United Kingdom applications
form an increasing proportion of all
applications.
TABLE 1

Vw
1974
1975
1978
1977
1979
1979
1980
1981
1982

of U X origin of all oppli<
20.545
20,842
21.797
21.114
19.3S4
19.005
19.350
20.791
20.530

32.0
39.0
38.7
38.9
38.5
43.8
42.5
53.1
55.3

These figures are, of course, open to
a number of explanations. The relatively constant aggregate of patent applications of United Kingdom origin may be
viewed as evidence that no surge of
inventive activity has followed from the
adoption of incentive and compensatory taws; or it may be claimed that the
positive effects of the incentive have
been eroded by industrial decline and
recession throughout the period, during which there has indeed been a
genera) decrease in the proportion of
the gross national product devoted to
research and development activity [23].
The fact that the apparently constant
level of United Kingdom applications
represents an ever-increasing proportion of all applications should not be
explained in terms of relative British
success at a time of world recession: it
may instead be related to the increased
volume of activity of the European
Patent Office, which opened its doors
to patent applications on 1 June 197S.
One further feature of the British
patent statistics which should not
escape notice b the proportion of applications received from the applicants
of different nations. Table 2 sets.out
the changes which have materialised in
the origins of British applicants over
the last decade.
In Table 2 the countries are arranged
to descending order of 'inventive
merit', those who have increased their
proportion of applications by the
largest amount over the period 19721982 appearing first. The column on
the right indicates whether or not the
country operates or recommends special legal provisions for the making of
rewards to employee inventors. It b
mteresttng to note that there b DO
pattern of correlation between the op* eration offarventioncompensation policy and the proportion of U.K. appfacatiora lodged, ahhough, curiously,
countries without special compensation
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TABLE 2 PROPORTION OF NON-U.K. APPLICATIONS FILED IN THF. U.K. (X)

Japan
K»ly
Taiwan
Hong Kong
Australia
Norway
Germany IDemoc. Rap.)
South Africa
Spain
New Zealand
Oanmark
Canada
Austria
Swedan
USSR
Switzerland
France
Garmany (Fed. Rep.)
United State*

1972

1974

1976

1978

1980

1982

Legal right
to compensation
for employee
Inventor*

9.1
2.7
0.0
0.2
0.8
0.2

12.4
28
0.1
02
0.9
0.3
OS
0.4
0.4
0.2
1.2
1.8
0.7
2.9
1.1
53
7.2
20.4
350

11.7
2.9
0.2
0.2
1.0
0.3
0.3
0.4
0.4
0.3
1.5
2.0
0.8
2.8
1.0
3.4
7.6
19.2
35.2

11.8
3.2
0.2
0.4
1.2
0.4
0.4
0.4
0.5
0.3
1.2
1.7
0.7
2.8
1.1
5.2
7.4
19.7
33.1

19.4
4.2
0.5
0.8
1.0
0.2
0.7
O.S
0.5
0.3
0.7
1.5
0.7
2.8
0.7
50
5.0
16.4
30.7

20.6
3.7
0.8
0.8
1.1
0.4
0.8
0.6
0.5
0.3
0.8
1.6
0.4
1.8
0.8
4.1
35
13.8
29.7

yea
no
no
no
no
y»
yaa
no
no
no
ye*
no
yea
y"
ye*
no
ye*
ye*
no

—
0.4•
0.4
0.2
0.9
1.8
0.8
2.4
1.6
5.6
8.2
20.7
37.1

(Trie actual figure* from which these percentages are calculated are taken (rom the Annual Report* of the Comptrotler of Patents,
Trade Marks and Designs).
* No figure given

laws would seem to have done in
general better than one might have
expected. On the other hand, the biggest proportional increase has occurred
in Japan, where many employees can
expect lo achieve trc.'Ment recp,»i.r^nse
for their invention* |24|, while the
United States—a country whose lack of
provision for employee inventors has
been a major focus for legal and industrial criticism (25]—fares by far the
worst. In considering these figures it
should, of course, be recognised that,
while they may be expected to reflect
general (rends in patenting activity,
they cannot be regarded as being in
any way drawn from a typical sample
of patent applications.
A new proposal: 'Orttnomlca*
The "favoured solution*, like any set of
legal principles, b capable of refinement and adjustment in the light of
defects discovered or criticisms levelled
at it. Perhaps the most sophisticated
version of it is that which has been put.
forward by the American labour lawyer
Neal Orkin [26J. His proposed scheme,
eponymousty labelled •Orkinom.es*. b
that of the favoured solution* as integrated into the fiscal structure of the
state. The modifications he suggests are
that:
(i) The employee inventor's reward
should be in the form of royalties on
successfully-exploited
inventions, a
proportion of whkh should be taxfree

[27f

(ii) The royalty paid by the employer

should be the subject of positive tax
advantage (for example, if the employer pays the inventor $10 000 in a
year, he is entitled to deduct, say.
$12 000 from his taxable income);
(iii) The voluntary payment of
bonuses to innovators (whom he defines as non-inventive employees whose
endeavours go to make the invention
commercially successful), also on a taxadvantageous basis, should be encouraged.
These proposals have, potentially.
the advantages that inter-employee
rivalries (if they truly exist) between
inventors and non-inventors can be
minimised or eliminated, that employers will have no incentive to be
ungenerous towards deserving inventors, and that the cost of rewarding the
inventor will ultimately be borne by the
state, the original source of the now
relatively unattractive incentive of i
patent monopoly. Whether such a
scheme b acceptable is, of course, a
political matter rather than a question
of practical feasibility.

Conclusion
The nature of patent rights, and their
legal1 and economic effects, are matters
which greatly exercise the ingenuity of
the lawyer. This b because the lawyer
b merely the servant of those who
profess other disciplines- It b for the
economist to prescribe the desirability
of establishing monopolies for new
markets, or for new means of compet-

ing within old markets. It is for the
psychologist to determine what measure of incentive or inducement is required; and ii is for the compromise of
politicians to determine the wider parameters of acceptability for the economists* and psychologists* prescriptions.
Once this compromise solution takes
embryonic form it b examined by industry for its practical feasibility, and
by commerce for its subjective profitability; again the conflicting needs of
the system's users will be harmonised
or compromised by potential considerations. Only then will the lawyer be
called upon, not to prescribe what the
law ought to be but to design it within
the boundaries set for him by others.
Sadly, if the law is found to have
shortcomings, it b lawyers who are
called to account for its injustice.
The unregulated relationship of employer to employee inventor b one of
almost inevitable antipathy and conflict
of interest. The favoured solution*—
whether it stimulates invention or
not—b capable of removing this conflict, and of emphasising the mutually
beneficial potential of the yoking
together of research funds and inventive ability with a view to (he profitable
exploitation of resulting inventions. It
b submitted thai the practical benefits
which it b capable of attaining far
outweigh (he theoretical criticisms
made of it. and that these criticisms
are, in any event, largely or entirely
overcome by (be Orkinomic model discussed above.
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(1) On the early hnJory of patent* io
Europe ice c . | . Frumlvin. M.
Transactions of the S'rmxomen Sorten. 47. 1947-9: Phillip*. J. J. Legal
History. 3. 71. 19*2: Gomme. A.
'Patent* of Invention: Origin and
Growth of the Patent System to
Europe'. 1946.
(2) Most patent leghlalion determine* that
the inventor should be (he first
grantee of the patent, hut in practice inc. owner of the patent b
usually someone else, such as an
employer or assignee.
[3] CI. Phillip*. J. 77w Inventor. 4. 10.
1981.
{J] Australia—the patent system and the
individual inventor. European Intel'
Uftuof Propem Review. 41. 1983.
(51 Ruete. M. tn: Phillips. J. (rd) 'Employees' Inventions: a Comparative
Stud}' (hereafter Employe**' lo. ventions) p. 180 estimates the
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Stanc. C. ibid. p. 41. estimate* that
nine out'of ten French inventions
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United Stales'*. 1971: Page. E.
'Award Schemes for Employee Invention*". CiPA. 2. 1975.
(7] Sec e.g. Coryion. J. Treatise on the
Low of teiiere-Patent for Inventions . . .'. 41-2. 1955.

|R| See c | Boguslawsky. M. International
119] The British Patent System. Cmnd.
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4407. 1974.
Copyright Law. I. 121. 1973.
[20] Sec e.g. Phillips. J. Industrial Low
| 9 | E.g. the COMECON countries.
Journal. Jt. 35. 1978.
[211 Patents Act 1977 i. 40(1).
110} E.g. the United States, the Rcpubfic of
|22] Speculation as to the likely practical
Ireland. Australia, and. indeed,
tmpneations of the British law can
most of the English-speaking
be Tound in Phillips. J. and Hoolaworld.
han. M. 'Employees Inventions la
(II) E.g. the Swedish 'category three* inthe United Kingdom'. 1982.
vent iorts described by F. Raising ia
•Employees" Inventions*, p, 99.
[23] See Scbotl. K. 'Industrial Innovation in
the United Kingdom. Canada trtd
(12] The United States 'shop right*, tee e.g.
the United States', 1981. csp. 1-12.
U.S. v. Dubflief Condenser Corp.
2R9 U.S. 178. 1933.
(24) For a s account of the rewards received
under the apparently successful1
113) E.g. Employer-owned inventtom under
votuntaristk law of Japan tee Doi,
the United Kingdom Patents Act
T. in 'Employees Inventions*, p. 66
1977. k. 40(1).
et teq. A wider appreciation of
[14] Swedish Act of 18 June 1949. German
Japan's unique approach to industlegislation b derived from the conrial relations may be gleaned from
cepts contained la the Patents and
Takczawa. S. and others, 'ImproveUtility Modeb Acts of 1936,
ments in the Quality of Working
113] CI. slate laws enacted in e.g. MmocsoLife in Three Japanese Industries'.
U (S.F. 208. the 'Freedom to Cre1982.
ate' Act of 1978) and California
(Assembly Bill 474. approved on 26
|25J See e.g. Orkin, N. in 'Employees'
September 1979).
lirveotions", pp. 152-172. and is /.
Potent Office Sox., 54. pp. 648 and
[16] For a detailed account of United Slate*
719. 1974.
law sec N. Ortun, T h e Legal
Rights of the Employed Inventor to ' |26] Orkin,'N. European tnietiettual Property Review, 331. 1982.
the United States: • tabormanagement perspective'. In: 'Em|27] Ibid. p. 335. Thb notion has already
ployees" Inventions".
been put into practice in West Germany. Sec Ruete. M. [n 'Em117] See e.g. Taylor, C. and Sifbemoa. Zployees* Inventions', p. 200.
The Economic Impact of the Patent System, p. 323. 1973.
|IB] On this subject see McTieman, C iPotent Office Soc.. 46. 475. 1964.
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THE EMPLOYMENT CONTRACT AND
OTHER FACTORS AFFECTING THE
OWNERSHIP OF EMPLOYEE INVENTIONS

INTRODUCTION
The manner ir. which our legal system has permitted the
ownership in an employee's invention to be resolved between the
employer and employee permits an analogy to be drawn, ableit a
crude and imprecise one, with the way in which it accomplishes
the disposition of property owned by a deceased.

Thus, substan-

tial latitude in the way property is disposed is permitted if the
owner expresses his wishes through the vehicle of a will prior
to the need to distribute his property.

However, in the absence

of such an expression, the legal system imposes a "will'' on the
estate by distributing it according to a formula set by the law
of the state where the deceased was domiciled.

Use of the for-

mula, while, it may not have been the one which the deceased would
have chosen had he exercised his discretion, at least permits the
orderly transfer cf property rights by foreclosing litigation
designed to divine what the deceased would have intended had he
made a will.

Not content with a system in which property is

distributed either as the owner expresses in a will or by formula
if no will, recently states have, in effect, entered the will
drafting process and require provision for certain natural
objects of the deceased's bounty, e.g., the spouse.
Sc it is also with regard to the ownership of an
employee's invention.

Putting aside for the moment the disparity
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between their respective bargaining powers, employer and employee
have generally been free to negotiate agreements which apportion
between then the ownership rights in the employee's invention.
However, in the absence of such a predisposition, the law imposes
a formula for determining rights in the invention.

Unfortunately,

as we shall see, while the formula is fairly simple, its application in specific instances often is disputed and must be resolved
by litigation.

Finally, in recent years, the states have begun to

intrude -pen the agreen-.ent process and thereby limit the extent to
which the er.picyer and inventor can apportion rights in the invention.

These and other aspects of the relationship between the

er.pioyer a.-.d err.ployee-ir.ventor are considered below.

THE RESPECTIVE RIGHTS IN EMPLOYEE INVENTIONS
IN THE A3SENXE OF AN EXPRESS AGREEMENT
No one disputes that an invention belongs exclusively to
the inventor.in the absence of some relationship, either contractual or ir.Flied, with another party.

In fact, our patent laws

severally presune ownership by the inventor since applications must
be ZA&e in the r.a.T« cf the inventor and a substantial showing is
required by a non-inventor who seeks to prosecute an application
based en a proprietary right in the invention when the inventor
is net cooperative or unavailable.

See 37 C.F.R. 1.47.

This same

presur.ption is perhaps reflected in 35 U.S.C. 261 which requires
recording of patent assignments if one is to take title over a
subsequent bcna fide purchaser for value who does not have actual
notice of the assignment.

F-2

2302

In the situation where there is no agreement between the
enployer and employee as to the ownership of inventions, depending
upon the circumstances, the law will inply an agreement under which
the eir.ployee will be in a position to take title or, at least,
enjoy a r.on-exclusive, royalty free license to use the invention,
i.e., a "shop right".

In ether circumstances, however, the

employer will obtain no right whatsoever in employee inventions
arising fron the fact of the employer-employee relationship.
The common law among the several states apportioning
ownership rights between employer and employee is remarkably uniform.

Generally, these rights are influenced by three main factors:

(1) the nature of the employment relationship; (2) the relationship
of the employee's invention to the employer's business, actual or
contemplated, end (3) the use, if any, of the employer's resources
by the enployee in making the invention.

The rights of Federal

employees to inventions in the context of their employment relationship with the Federal government is also determined by these
criteria and Federal law is indistinguishable from the common law
of the states.
A now classic case, but by no means even an early one,
dealing with the respective rights of an employer to an employee's
invention is United States v. Dubilier Condenser Corp.

which con-

sidered the rights of the U.S. vis a vis certain employees of the

1.

289 U.S. 173, 77 L.Ed. 1114 (1933)

r-3

2303

Bureau of Standards.
The er.picyees, Duncore alone and Ounmore and Lowell
jointly, had obtained patents, respectively, for the concept of
the application of alternating current to broadcast reception
and fcr a pcwer a-plifier.

Although assigned to work on pro-

jects of significance to military problems, neither of the
pacer.cs arcs-; frcri the projects assigned to the inventors althcuch ccvcrr.r.cr.t resources were used to perfect the inventions.
The patc.-.ts which they obtained were assigned to Dubilier.
The ccverr.r*.-.: sought either title to the patents or
their decicaticr. tc the public.

The Supreme Court ruled, however,

that the pater.ts belcr.ged to Dubilier because originally the inve.-.tic.-.s were the property of the inventors.

The important prin-

ciples which r.ay be distilled from the Dubilier case, and others,
are that, absent a.-, actual agreement:
1.'

The tr.picyer cwns inventions made by persons employed

tc i.-.ver.c which arc r.ade within the scope of their employment.
2.

The er.ployee cwr.s inventions which are made by him

outside the sccpe cf his employment even if hired to invent subject
ts the caveat that the employer acquires a "ahop right" in the
nature ci

a ncr.-exciusive right to practice the invention if the

employee uses the materials, equipment, facilities, or other

2.

An excellent treatment of thia and other notable caaea involving a resolution of the righta of an employer to an employee's
invention that gcea far beyond the scope of thia paper nay be
found in "Who Owns What Is In Your Bead? Trade Secrets And
The Moiiie Er.plover", S. H. Lieberstein, Hawthorne Books, Hew
Ycr* (1979).
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resources of the employer in making his invention.
The essential harr.ony between state and federal law can
be seen by comparing Dubilier with, for example, the holdings in
Pursche v. Atlas Scraoer i Engineering Co.
Inc. v. Lockwood.

and Banner Metals,

the latter, at least, applying the state law

of California.
The holding in Pursche, which is not unique, also recognize that an invention made by an employee, even if not hired to
invent, would still belong to the employer if the employee was
actually assigned a task from which the invention resulted.
When the employer acquires title to the invention by
operation of the common law, he does not thereby acquire legal
title to any patent on the invention.

Instead, he obtains an

equitable title and may specifically enforce the obligation of
the employee to assign the patent.6
Although not necessarily determinative, the existence of
a fiduciary relationship or other special relationship between the
employer and employee can affect whether a court will hold that
the invention belongs to the employer.

3.

For example, in LeFlell v.

300 r.2d 467, 132 U.S.P.Q. 104 (9th Cir. 1961)

4. 178 Cal.App.2d 661, 125 U.S.P.Q. 29 (1960)
5.

300 F.2d 484, 132 U.S.P.Q. 116

6.

Keller v. Clark Equipment Co.,
U.S.P.Q. 742, 768 (D.N.D. 1981)
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United States,

a patent taken out in the name of the company pres-

ident and principal stockholder was held to belong to the company
on the basis that he was the company's alter ego. Cases cited in
LeFiell reached similar results using theories of a constructive
B
9
trust,

that the employee was a quasi-trustee,

or merely because

of the close relationship between the employer and employee.

Bow-

ever, it seems to be the law of New York, at least, that an employer
in a fiduciary relationship with a corporation such as an officer
and director is not obliged to assicn his inventions in the absence
of an express agreement merely because of his position.
THE USE OF WRITTEN AGREEMENTS TO DEFINE
OWNERSHIP RIGHTS IN EMPLOYEE INVENTIONS
There is a sense of fundamental fairness in the common
law scheme for allocating ownership rights in an employee's inventions.

If the employer is hired to invent it is certainly not

unjust that inventions made in the scope of his employment belong
to the employer.

After all, he is paid to make inventions and

his compensation is consideration for the release of ownership.
It is also hard to complain with the result that an employee owns
all rights in inventions made on his own time and at his own

7.

138 U.S.P.Q. 312 (Ct.Cl. 1963)

8.

Diversey Corp. v. Hertz, 13 F.Supp. 410, 29 U.S.P.Q. 294
(N.D.I11. 1936)

9.
10.

Dowse v. Federal Rubber Co., 254 F. 308 (N.D.I11. 1918)
Tripp v. United States, 157 U.S.P.Q. 90 (Ct.Cl. 1968)
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tine and at his own expense with the possible exception of the situation where knowledge and skills acquired on the job inspire the invention and where it relates to the employer's business.

The grant

of a "shop right" represents a comfortable middle ground when the
er=?loyer's resources have been used in making the invention.

Per-

haps, therefore, in a perfect world there would be no need for a
written agreement affecting rights in view of the symmetry of the
common law scheme, particularly if fine-tuned.
However, it has been suggested in Jamesbury Corp. v. Worcester Valve Co., Inc., that the practice' of making written agreements between employers and employees to set forth their respective
rights to the employee's inventions is the product of the unpredictability of how Court's will apply the common law.

From the em-

ployer's point of view, a shop right is by its very nature a very
poor consolation prize compared to outright ownership of the invention since it is a ncr.-exclusive license, personal to the holder
and, therefore, non-transferrable.

In the instance where the in-

vention cannot be practiced directly by the employer, the existence
of a shop right is of no value to him since it cannot even be
exploited by a licensing arrangement.

Furthermore, the holder of

a shop right in a patented invention, again being a bare licensee,
cannot brir.g suit to stop infringement by a third party.*3

11.

443 F.2d 205, 214, 170 U.S.P.Q. 177, 182 (1st. Cir. 1971)

12.

Pursche, supra, 300 F.2d 485, 132 U.S.P.Q. 118

13.

Kurtzer. v. Sterlina Advertisers, Inc., 228 F.Supp. 696, 697,
141 U.S.P.Q. 391. 392 (E.D.Pa. 1964)
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In view of these circumstances, it should not be surprising that employers have insisted upon written contracts defining
their rights to inventions as a condition for employment.

In many

instances, these agreements have gone so far as to require the
assignment of inventions made on the employee's own time, outside
the scope of his employment and without use of the employer's resources, conditions under which the employer could not even
acquire a shop right under the common law.

Such contracts have,

nevertheless,been held to be enforceable.14

In some cases, the

written agreements have further provided that post-employment
inventions must be assigned to the former employer through so
called "trailer" or "hold-over" clauses. The Courts, however,
view these as restraints on competition and construe them narrowly.
For example, in Armorlite Lens Co., Inc. v. Campbell, an agreement
requiring the employee to turn over to his former employer all inventions made within a year after his employment terminated was
held to be unenforceable as broadly written on the ground it was
an unreasonable restraint on trade.15

The Court held:

14.

Misani v. Ortho Pharmaceutical Corp., 145 U.S.P.Q. 625
(N.J. Supreme Court 1965)

15.

Araorllte Lens Co., Inc. v. Campbell, 340 F.Supp. 273,
S'iS, 173 U.S.P.Q. 476, 471 (S.D.Ca. 1972)
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"An agreement, such as the one involved
in the instant case, which requires a former
employee to turn over to his former employer
all new ideas and concepts concerning the
field of work or the products of the employer
which occur to him within one year after the
termination of his employment, is unnecessarily broad. The plaintiff has argued that
this one-year period is necessary to 'prevent
cupidity upon the part of the employee who,
upon recognizing he has hit upon a material
improvement in the employer's field, resigns
and after termination brings out his improvement. ' (Plaintiff's Memorandum In Opposition
p. 10, lines 19-22). The employment agreement in question, however, encompasses not
only the dishonest employee with whom plaintiff is concerned, but also the honest employee who legitimately conceives an idea or
improvement following his termination. To
require a former employee, who has developed
a new idea or concept following the termination of his employment and which is not based
upon the employer's secrets or confidential
information, to turn over the fruits of his
labors to his former employer constitutes,
in the opinion of this Court, an unreasonable
restraint of trade."

The Court did hold that the agreement was valid and enforceable insofar as it related to inventions based upon secrets
or confidential information of the former employer, in effect rewriting rather than voiding the entire contract provision.

A

similar result was reached in Dorr-Oliver, Inc. v. United States,
where the Court held:17

16.

Id. at 340 F.Supp. 275, 173 U.S.P.Q. 471

17.

432 F.Supp. 447, 452, 165 U.S.P.Q. 517, 520 (Ct.Cl. 1970).
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"Hold-over clauses in employment contracts are enforceable only if they constitute a reasonable and justifiable restriction
on the right of employees to work in their
profession for subsequent employers. Guth
v. Minnesota Mining & Mfg. Co., 72 F.2d
385, 22 USPQ 89 (7th Cir. 1934); IV Walker,
Patents $374 (Deller's 2d ed. 1965). See
also Knoth, Assignment of Future Inventions,
27 Chi-Kent L. Rev. 295 (1949). Their
legitimate purpose is to prevent an employee
from appropriating to his own use or to the
use of a subsequent employer inventions
relating to and stemming from work done for
a previous employer. Hold-over clauses are
simply a recognition of the fact of business life that employees sometimes carry
with them to new employers inventions or
ideas so related to work done for a former
employer that in equity and good conscience
the fruits of that work should belong to
the former employer. In construing and
applying hold-over clauses, the courts have
held that they must be limited to reasonable times (Guth, supra) and to subject
matter which an employee worked on or had
knowledge of during his employment. Universal Winding Co. v. Clarke, 108 F.Supp.
329, 94 USPQ 295 (D. Conn. 1952). Unless
expressly agreed otherwise, an employer has
no right under a hold-over clause to inventions made outside the scope of the employee's former activities, and made on and
with a subsequent employer's time and funds.
Gas Tool Patents Corp. v. Mould, 133 F.2d
815, 56 USPQ 357 (7th Cir. 1943)."

In summary, the courts have been quite generous in permitting written employment contracts to materially alter the manner
in which ownership rights to employee inventions were apportioned
under the common law.

Whether done for reasons of expediency and

to preclude future conflict over ownership of an invention or
because of a genuine desire to acquire ownership of potentially

F-10

2310
valuable inventions which would be denied them under the common law,
the former being more likely, employers have used their generally
greater bargaining power or the naviete of the employee to obt.ain
provisions in contracts giving them outright ownership or other
rights in the employee's invention broader than those contemplated
by the comnon law scheme. As a result, the stage has been set for
legislative action to restore balance to what has been perceived,
rightly or wrongly, as being unfair bargaining strength between
the employer and employee-inventor.

We turn next to a considera-

tion of the efforts being made in that direction.

STATUTORY SCHEMES AFFECTING THE ALLOCATION
OF OWNERSHIP RIGHTS TO EMPLOYEE INVENTIONS
Prior to about 1977, the state statutes, if any, affecting
the ownership of inventions made by employees took a form like S2860
of California's Labor Code which provides as follows:

$2860.

Ownership of things acquired by virtue
of employment

Everything which an employee acquires by
virtue of his employment, except the compensation which is due to him from his employer,
belongs to the employer, whether acquired lawfully or unlawfully, or during or after the
expiration of the term of his employment.

The impact of the California statute on the common law
affecting the employer's rights in invention of the employee has
not been construed.

Kowever, North Dakota's nearly identical
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statute, N.O. Cent. Code $34-03-11, has been construed to create no
w
greater rights than arise under the common law.18
In 1977, Minnesota became the first of four state legislatures which have, to date, enacted legislation limiting the extent
to which an employee can be obliged by contract to assign rights in
his inventions to an employer.

That statute, Minn. Stats. Anno.

$161.78 provides as follows:

l l l . T t A|rvt*itnH: ttrmt rtfitlftg la lav**)!***
Siil*lirt»iun J. Any prunnoti iu HO cmiJojnwiil n s n t m r o t vbfcb ptvn\i*t thai uu rmplovtv •.hall a*«icn or offer t«t a»«ico a n j nf bU rfclil* 10
an imttithm to hi» +m;<b*TtT iiialt tax a\n4y la an intra t loo for w/lilch BO
f^uifunrnt. •up|>:lfv fatriliy or iradv — i m infurtnnlkM) of Itar ttmitayw w o *
t»rJ ami »h*ch •*«• U»n*Un«"d rntirrl]- oo ihr ctiijiliiyw"* own tlna*. «od (1)
wbleh do** DM tflttt
U l d i r t i l y to the t^^inr-m of tbc «tni>k»jrrr or fbt to
the fni|Juji*r'n artual or <t>-mu«*trahly anttH|Mtml n-u-arHt or drv-tut>*t"*tit.
• r «3) a>bieb doi-» wU rrxili frum aojr wuek isrrformrd by lb* rBi|d>ijw for
tb» rn»|4ojfr. A»> |»nni>Miii which |nin"*rt<t tn airily In »nrb att inTvnthm 1*
10 tfcat vxirot v a i n * * lb* l«iblic policy »f thi* Mat** and b» 10 Ibat extent roid
a s d uocoferrraolr.
Subti. 2. NA employer «.hylt ixpiire a prerUloo mad* retd nod unenforcaable ry *ubJiri*k>o ] ax • rtunJitirtO u( ttniiho mrat «r omjlnuto* cmfduyint-at,
Suhd. X If an rm\>U>ymrnt MCf«*fM*fit rtitriTd Into alter Aucu*t 1. ' * ? .
root m o t i pr*\ tftutt m j u m m t ihr etapfc'ji* to u w i c o or offer to ojwbm *jay
of hi* riffiu in ur.j imrtititin tw bi* rm|«luyer. tl*e ceildoyur n u x t aluo, at the
H o c the •rr^rmtrt i* niaJi-. prnrid* a writ It o nut if l o t too to tbe rniptojw
that tbc acrcvm«*ot do»> awt a l f l y to an laveaiioa for ahtcb BO eHulpmctrt.
auyvlle*. facility or trade arcrrt IDformalkm of tit* employer « u IOMHI and
wbicn was 6V*olu|n-d niUrvly on ihv *ttt|>lt>jiva v * n litac, and (1) vltk-h ifcaw
aui relate <•• d i r t i l y la tbw bu>if>ru of ibe comlOTcr or lb) to tbc cmiik»yrr*B
act-jsJ or deaoaitrably aatitipated rcaearch or development, or C ) « h l c b dsea
s o t revolt f r e a any work p^rinrmeii \tf the etaployto for tbt ffaplorvr.
L 6 w » l D T T . t « 7 | J.

18.

Keller v. Clark Equipment Co., am^m_ F.Supp.
. 2 1 6 USPS * 4 D , 7b7-^fi < D . N . D . 1 9 I T T
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Shortly thereafter, Washington and California followed
suit.

The first legislation introduced into California as AB2257,

if adopted, would have radically altered the employer-employee
relationship insofar as the ownership of inventions is concerned,
t'nder that bill, the employee would retain ownership of his inventions.

In the situation where the employee wanted to use the

invention he would be obliged to negotiate terms for doing so
with the inventor.

This legislation failed to pass but, in 1979,

legislation which became California Labor Code SS2870-2872 governing the extent to which an employer could require an employee
to assign his inventions as a condition for employment was adopted
in the following forra. *'

I M70. Ceaslsyneel aorMHaete: aesleemeat ef ri|Bts •
Aaj prorialOD to. as employment u m u n u l wbicb prorldaa .that an eaployM
ebaU aaalpi or offer to assign an; of bis or bar rifbts la so inecatloo to bis. or
ber eciployer tbail aot apply to an loreotioo for wbicb DO equipment, soppUea,
facility, or trad* secret infonnatloa of toe employer was need and wbicb was
developed entirely en tie employee** ova Ume. and (a) wbicb doea Dot relate, (1) to
tl>a b'jsicesi of the eopwycr or ;2) to the employer's sctua] or demonstrably
anticipated researca or development, cr rt>i wbicb doea pot result from any work
pcrfcrp-.rd by tbe employee for the employer. Asy provision wblcb purports to
apzly to lucb as Invention Is to tbat extent afainst tbe public policy of tble
sure and is :o that extent void afld unenforceable,
(Added by Sta-j.;9^. c JOM. p. — . 11J
•:._<••-«.
....
Lierary <*t'e*«»»(»a
M u t t r ane Strvtei C 3 ( l .
CJ.S. Vaster an4 Servant II 73. 14.

19.

For a helpful discussion of the original bill and the legislation ultimately adopted in California see McGuire, "Employment-Invention Contracts, A History of California Code
Sections 2870-2872", Hew Matter, Vol. 5, No. 2, 1980.
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1371.

CaatfftUas * f sBBiayaaat ar csatlaaad aaislrysiMt;., dbelsssT*

vtatlaat
• No employer shall require a provision mad* roftf and oacnforessbl* by
2ST0 as ft condition of employment or con tinned employment. Nothing 1B t**
article snail bt construed to forbid or restrict tb* right of an employ** to provide lo tootracu of employment for disclosure, provided that nay aneb diactosxres be received lo confident*, of all of the emptor**'! Inventions mad*
or jointly vltb others daring tb* term of bit or bcr employment, a review Mltlj
by tb* employer to determine each Issues u may arts*, and for fuD tltl*
lain patents aod invention* to b* la tb* United Bute*, as required by
between tbt employer and tbc Colled States or say of tts agencies.'
(Added by Sut*J879. t 1001. p. — , | L )
«
- • _;^
Llbriry Rafarencu
MAJ'.tr tad t«rru)t 0 9 4 1 .
CJ.S. stajtcr aoe S e r v u t II ft. T4.

„

I 2B72. Net Ice t * enpleyee; tardea ef era*!

• • : • « • •

..,-,-.
• _ - . . •
•~ ^

If en employment agreement entered lato after January 1, 1980, **>y**** a
provision requiring tbc employe* to assign or offer to assign any of bia or bcr
rlxhts la aay InvtarJon to hta or bcr employer, tbc employer most also, at tbc
t!o* tb* agreement Is made, provide a written notification to tb* employe* that
tbe agreement doe* aot apply to an Inrcatloa vblch qualifies fully under tb* provfiions of Section 3ST0. In any salt or action arising tbereoadar, tin burden of
proof snail be on tbc employ** claiming tb* benefit* of its provisions. '—
(Added by St*ts.l»T»t e. 1001. p . — . | L)

The state of Washington also adopted legislation in 197*9
curbing the extent to which an employer could require an employee
to assign his inventions.

This legislation is embodied in RCW

49.44.140 and 49.44.150 which provide:

19.44.140

Requiring assignment of employee's rights to inventions
—Condition*
Cl) A provision !a an employment acrement which provide* tbtt ao employee shall as*icn or offer to nMlcn any of tbe employ**'* rights la aa In*
rtnilon to the employer doca aot sptily to an Invention for which no *qu1p>
ownt. snpplle*. fadlltle*. or trade secret information of tbe employer van
o*ed sad which was developed entirely on the employee's own time, unlets
<*> the Invention relates Ml directly to tbt tw*lnes* *»f the employer, or (U)
to the employer's actunl or dcmonitrably anticipated research or development,
or <b' the Invention results from aay work performed by tbe employee for the
employer. Any provision which purports to api<ly to such an Invention la to
that extent againit the public policy of this cute and la to that extent void
and unenforceable.
C) Aa employer shall not require a pravtsloo made void sad oncaforcesbl*
by Bubsectlon (1) of thi* section a* a condition of employment or coatlnalnjt
employment.
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•3* II an tmptofineni tenement entered Into after September 1, 167U,
mttJimi a prmUion rvqulrinc the nspiojee to •M'IB" Mnj of tb* Mnploy*
M I rlfbu In »oy iQTcntlon to the ctntllnjrtr. lb* employer most alas, at tbc
tine tbt •rrtcmtu 1* mad*. prorU* « written Botlflcstion to tb* emptor**
thai lb* acrevment doe» not apply to ao InrenUon for which DO tqatpment.
iD^trH. farllity. or trad* secret Information of the employer was and and
which v i i developed entirely on tbr employee's own Urn*, ante** (a) the Invention relates lit directly to tb* htwihe** of the employer, or Oh to tb« employer's actual or dfmoottribly anticipated r*«*nreh or derclopmeBt. or (bi
the indention retaJu from any work performed by tb« employ** for tbt employer.
(Added by U n i n Ex Rets 1879rt>ITT 11. *ff*ctl»* September 1.1BTB.]
C*S H u m «*fl Itrnr.: II TX. 11.
Ktr Number DMtwiu: Waaler and Servant O U ,

49.44.1S0 Requirlnc aislenmcnt of employee's rlchta to Inventions—
Disclosure of inventions by employe*
Even tbourh ;>.» etnplojee nw*t» tb« borden of itovlug the conditions sper:f.ed new AOUMO. the employee shall, at the tiro* of employment
or thereafter. ditciMe all in»«moti* beinc oertloped by the employe*, for tb*
p<:rpofe of detrrtr.inltif employer or etftpluyv* ri{ht*. The employer or the
employe* nay d:*rIot* »uch invottiotu to tb* Department of Employment
S*e:miy. aitj thr uVrur.mrot tftall maintain a record of such diaeJowiirci for
a Binimiitu period of fi^* years.
[Added by La«t lit Lv Sen 1579 cb 177 | J. ettcctlr* September 1. 1B79.J

The most recent legislation is that of North Carolina
$566-57.1 and 66-57.2 of the General Statutes of North Carolina
provide:

ARTICLE 10A.

Inventions Developed by Employee.
S 66-57.1. Employee's right to certain inventions.
Any provision in an employment agreement which provides that the
employee shall a.«s:.rn or otter to asfign anv of his rights in an invention to his
employer thai! not apply to an invention that the employee developed entirely
on h:s own time without using the employer's equipment, supplies, facility or
trade secret information except for those inventions that ni relate to the
employer's business or actual or demonstrably anticipated research or
dvveiopmer.t. or -sit re*uil from any work performed by the employee for the
er.pioycr. To th* extent a provision in an employment agreement purports to
apply to the type of invention deicnbvd. it is against the public policy of this
State and :s unenforceable. The ricsloyee shall bear the burden of proof in
establishing that his invention qualifies under this section.' 1981, c 488, s, 1.)
Crvaa References. — A* to Urmy of teem
technical procrMtb. •*» i n-?5 1
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i 66-57.2. Employer's rights.
An employer r a v not require a provi sion of an employment agreement made
unenforceable under C S 66-57.1 as a condition of employment or continued
employment. An employer, in an employment agreement, may require thai the
employee report ail inventions developed by the employee, solely or jointly,
during the term of his employment to the employer, including those asserted
by the empiov^e as nonassignable, for the purpose of determining emplovee or
employer r.cnts If re-quired by a contract between the employer and the United
State* IT ::s acncies. the employer may require that full title to certain
patents and irA-ntions be in the United Slates.' 1981. c. 48d. s. 1.1

Notwithstanding their differences, the common origin of
these statutes is obvious.

$2870 of the California Labor Code and

Subdivision 1 of MSA 131.76 are in all significant respects identical.

It has been suggested that Subdivision 1 of the Minnesota

statute contains an ambiguity which would, of course, have been
carried ever into the $2870 of the California Code.

Thus, one

interpretation is that an employer can contract for ownership of
an invention made by the employee on his own time and without
using the resources cf his employer in any of three situations,
i.e., where the ir.vention relates (1) directly to the business of
the ecployer, or (2) to the employer's actual or demonstrably
anticipated research or development, or (3) where the invention
results from any work performed by the employee for the employer.
Another, more restrictive interpretation suggested for these
sections is that the employer cannot contract to acquire ownership in inventions even if related to his business or his research and development unless it also results from work performed
by the employee fcr the employer.
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The first interpretation seems the more logical and apparently is consistent with the Minnesota Legislative history.

If

interpreted in that way, the Minnesota and California statutes can
be harmonized with the Washington and North Carolina statutes which,
despite some differences in wording, clearly provide that the
employer is permitted to require the employee to assign inventions
made on his own time without use of the resources or trade secrets
of the employer where an invention is related to the business of
the employer, or t: his actual or anticipated research and development or the invention results from work performed by the employee
for the employer.
In effect, while these statutes preclude an employer from
obtaining, by way of an employment contract, title to inventions for
which he could have acquired no rights under the common law, they
permit acquisition of title to inventions in which the common law
would have cra.-.ted only a shop right.

20.

The author is indebted to Mr. H. E. Otto Jr., Managing Patent
Attorney, San.Jcse Patent Operations of IBM, San Jose, Ca. who
provided a commentary on the Minnesota Act prepared by Mr. D.
F. Voss of IBM, Rochester, Minn. According to Mr. Voss, Staff
Counsel to the Miruiesota Senate summarized the pending legislation as follows:
"The proposed legislation makes unenforceable
a provision in an employment agreement providing for an assignment by an employee of all
his rights in an invention to his employer to
the extent that the provisions apply to inventions which do not relate to the employer's
actual or anticipated research or development
or inventions which do not result from any
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Each of these statutes make provisions in employment contracts granting the employer greater rights than provided by law
void and unenforceable but only to the extent the provision exceeds
the scope permitted by the legislation.

Hone of the statutes dis-.

tinguish between contracts made before their effective date and
after insofar as they purport to render provisions void or unenforceable.

However, retroactive application may not be constitutional

under the United States or state constitutions which prohibit states
21
from enacting laws which impair contractual obligations.
Each of the statutes, except that of North Carolina, provides that, if an employment contract provides for assignment by
the employee of any rights in inventions to the employer, the contract muit contain a notice that the requirement does not extend to
the inventions which the employee cannot be obliged to assign.
This requirement suggests that the best course available to the
draftsman of an employment contract would be to state affirmatively
that the obligation to assign inventions does not extend to the
inventions referred to in the statute using the literal wording
of the statute.

work performed by the employee for the employer. The invention must also have been
produced by the employee without the use of
the employer's equipment, supplies, facilities or trade secret information and must
have been developed exclusively on the
employee's own time."
21.

U.S. Const., Art 1 {10, CI. 1. See also Bradley v. Superior
Court. 46 Cal.2d 509 (1957) and Union Oil v. Moesch, 88
Cal.App.3d 72 (1979).
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Under the California and North Carolina statutes, the
employee has the burden of proof that an invention is of the kind
which he cannot be required to assign by operation of law. By
contrast, the Minnesota statute does not have such a provision.
It seems likely, however, that the employee will have the burden
since the statute appears to create an affirmative defense in an
action to compel enforcement of an agreement to assign.

While

the Washington statute does not explicitly state that the employee
has the burden of proof, it implies such in $49.44.150.
An interesting wrinkle in the California and North
Carolina statutes permits the employer to require in his employment contracts that title in inventions be vested in the United
States where necessary to comply with contracts between the
employer and the United States or its agencies.

These statutes

also permit the employer to require the disclosure, which
California requires to be maintained in confidence, of all inventions made by the employee during his employment.

The

California statute further permits a review process to be
imposed in order to determine any issues which may arise.
The draftsman of an employment agreement might also be well
advised to provide for such contingencies in his agreements.
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Questions which these statutes raise are numerous. Who
is the "employer" in the case of highly diversified corporations,
the subsidiary corporation, division or other entity by whom the
inventor is directly employed or the parent and all of its subsidiaries collectively?

The former was urged by Assemblyman Goggin

who introduced the'bill which became the California statute. However, his view was not accepted as part of the legislative history
suggesting that the latter construction was the intention of the
• ,
22
legislature.
Another question is what would qualify as an "invention"
as that terx is used ir. the statutes?

For example would an inven-

tion have to fall within one of the classes set forth in 35 D.S.C.
101 or do the statutes also embrace "inventions" such as computer
programs which may not be patentable per se but which can be protected as a trade secret or made subject to a copyright?
Each of the statutes declare provisions in an employment
agreement ccaferrinc rights upon the employer beyond that permitted
to be against the public policy of the state.

Does that mean a

California cr Washington Court would not enforce a broader New
York agreement against an employee who moves into one of their
states?

Are the statutes intended merely to protect the employees

who reside within the state or to regulate'corporations or other
employers who are domiciled in the state, or both giving rise to
questions about the extra-territorial reach of the statutes and
about the application of conflicts of laws principles.

22.

See footnote 19.
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The draftsman of an employment agreement for a multistate corporation has particular problems.

Is it better to have

a different contract form for employees in a state having no
statute from that used in Minnesota, California, Washington or
North Carolina?
A solution, whose only recommendation may be simplicity,
but which may be pragmatic as well, would be to draft all employment contracts so as not to exceed the scope permitted by the new
state statutes.

Those inventions which would not be acquired by

such a practice are not likely to be of much value to the employer
in any event.

A complicating factor is the differences in wording

adopted in the various states.

However, since it appears that the

limit placed en employment agreements is effectively the same in
each case, use of the wording of any one of them should serve the
purposes of the other statutes.

Because of their clarity, the

language of the Washington or North Carolina statutes would be
preferable'.
Another apparently complicating factor in the statutes
are the provisions for requiring title to be vested in the United
States for certain inventions found in the California and North
Carolina statutes but not in those of Minnesota or Washington.
This does appear to be a real problem, however.

The Minnesota

and Washington statutes would expressly -"id only those provisions
in contracts which would require the assignment to employers of
qualifying inventions.

In view of the similar language in the

California and North Carolina statutes, the provision of the
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latter statutes for vesting title in the United States appears to
be a clarification of the scope or intent of the statute,'rather
than an expansion of the rights which the employer may assert. A
form of employment agreement embodying this concept is Part A of
the Appendix.
The proposed agreement contains several other important
provisions. One is a choice of laws provision in view of a covenant not to compete contained in another provision.

Covenants

not to compete, a subject beyond the scope of this paper, are not
enforceable in some states.

California, for example, generally

prohibits such covenants except as part of an agreement by which
the sale of a business and its goodwill is accomplished."
Therefore, the employment agreement should contain a choice of
laws provision which designates a state reasonably related to
the relationship between the parties whose law permits a covenant
not to compete.

Obviously such a clause should not be incorpor-

ated into a contract which governs the employment relationship of
an employee who actually works in California or other states
which prohibit such covenants.
The second of the important clauses is a severability
clause which is intended to preserve the balance of the agreement
when one of the clauses is interpreted to be against a fundamental
policy of either the jurisdiction which governs its Interpretation or, in some instances, the forum state.

23.

California Business and Professions Code, {16600 and 16601
and see Monooraa Industries, Inc. v. Sor Industries. Inc..
64 Cal.App.3.3 641 (1976).
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PROPOSED FEDERAL LEGISLATION
In view of the passage by state legislatures of statutes
regulating the extent to which employer's may secure rights in
employee's inventions by reason of employment contracts, it should
not surprise anyone that an effort would be made to secure passage
of Federal legislation having a similar objective.

Just such an

effort has been initiated in the form of a bill designated H.R.
4732, introduced on October 13, 1981 by Congressman Kastenmeier.
A copy of the bill, which has been referred to the House Judiciary
Committee follows as Part B of the Appendix.
The proposed bill, which differs substantially from the
existing state legislation described above, would add $5401-403
to Title 35 of the United States Code.

Section 401 declares the

purpose of the statute to be the need to balance the incentives
to the employee to invent in areas unrelated to his employment
against that of the employer to support research and development
activities and to encourage the commercialization of inventions.
The effect of such a policy is likely to preempt state legislation.

A statute more generous to the employer than the Federal

law would apparently reduce the incentive of the employee to make
inventions while legislation more favorable to the employer would
presumably tend to reduce the incentive of the employer to support
research and development and to encourage commercialization of
inventions.
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Section 402 is a definitional section which defines, in
$402 (d), an "employment invention" to mean an invention made by
the employee during his employment (1) as a result of his normal
or specifically assigned duties; or (2) based in significant part
on technical data or information possessed by the employer which
is acquired by the employer and which is not generally known to
the public; or (3) wherein the employee occupies a fiduciary or
other similar special relationship with the employer and the invention relates to the actual or contemplated business of the
employer that is known to the employee.
$403 (a) defines the limitations on preinvention assignment agreements between the employee and employer.

Such an agree-

ment is not enforceable to transfer rights to the employer in any
invention that is not an employment invention except that the
employer may acquire what is effectively a shop right in nonemployment inventions when the employee has made the Invention
using the employer's time, materials, facilities or funds.
Trailer clauses are, prohibited by $403(c).

In effect, therefore,

proposed $403 appears to be an effort to limit the allocation of
rights in inventions by employment agreements to that allocation
made under common law principles in a situation where no agreement exists. A provision is made in $403(d) which provides for
compulsory arbitration of any disagreement about rights in as
invention.

Presumably this is done to limit the expense to which

the employer would be subjected in asserting his rights by precluding resort to litigation.
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The clear impact of the proposal of Mr. Kastenmeier, if
adopted, would be to substantially reduce the right of employers
to contract with an employee to secure rights in the employee's
inventions as a condition for employment even beyond that presently
permitted u.-.der the statutory schemes of Minnesota, California,
Washington and North Carolina.

THE EMPLOYEE ORIENTATION PROCEDURE
The process of considering the applicable law and drafting an appropriate employment agreement should be complemented with
an effective orientation process for the new employee if the employer is to enjoy the maximum benefit from the employer-employee
relationship.
Employment agreements are usually closely scrutinized by
a Court who view them, if not as contracts of adhesion, as having
been drawn by lawyers for presentation to lay persons who are not
aware of the extent of their rights by an entity, the employer,
who holds most of the bargaining power.

Therefore, a part of the

orientation process should include a thorough review of the agreement with the employee before its execution to insure his understanding.

This process can be fostered by using an agreement whose

language has been made as simple as possible.

The employee should

also be permitted a period to "think it over" and should not be
discouraged, if not encouraged, to seek legal counsel if unsure of
its meaning.

In that regard, it should be pointed out to him that

the agreement may govern his conduct even after he leaves the
employ of the company.
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The initial interview need not be handled by a lawyer but
should be conducted by someone who does it regularly.

The process

can be augmented by using an interview record form which would be
retained as a record of the interview in which the employee acknowledges having been informed of particularly important features of
the agreement.

The written notice about limitations on the obliga-

tion to assign his inventions to the employer imposed by statute
can be made part of the form.

A suggested form is Part C of the

Appendix.
At the interview, the employee should be informed about
the kinds of information that should be maintained in confidence,
including customer lists and financial data, as well as technological developments.

The need for doing so should also be pointed

out, i.e., that the loss of valuable trade secrets can impair the
company's competitive position and that premature disclosure of
information car. cause the loss of valuable patent rights, particularly in foreign countries.

In that regard, it may be parti-

cularly important to stress that even "table talk" with friends
at scientific meetings should not include a discussion of the
company's confidential business and technical information.

It

would not hurt periodically to remind all employees of this
need to maintain information in confidence by way of internal
memoranda, at group meetings or any other appropriate occasion.
Another important purpose of the interview could be to
point out the details of the company's security system and the
importance of following established procedures for the maintenance of trade secrets.
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The interview should not be concluded without the employee
receiving a copy of the agreement if he signs it at that time. This
practice could well be repeated at the exit interview as well when
the employee terminates his association.

The Interview sheet could

contain an acknowledgement of receipt of a copy of the agreement.
From the foregoing, it should be apparent that the most
inpcrtant ingredient of an orientation process is the application
of conmon sense in adopting general guidelines to the specific
employment environment.

AVOIDING LIABILITY TO THE FORMER
EMPLOYER WHEN HIRING NEW PERSONNEL
The newly hired employee-inventor is almost certainly going
to possess confidential information, trade secrets, etc. in the situation where he has been previously employed.

Furthermore, the pur-

pose for hiring him is usually because of his technological expertise
and the old and new employer may very well be competitors.

The new

employee is also likely to have continuing contractual obligations
to his old employer arising from an employment contract.

The exis-

tence of such a situation can obviously present fertile ground for
litigation that is fraught with particular danger when the new
employer is, in fact, a new venture initiated by high level employees
of the old employer.
While nothing can prevent the former employer from bringing a lawsuit for perceived injury, steps can be taken which reduce
the risk of liability.

Therefore, it may be particularly important
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for the lawyer to participate in the hiring process in an advisory
capacity when the risk of litigation is high.
The recruitment of the new employee, if at all possible,
should be handled by an agency.

If contracts are made directly,

they should not be through a former employee now in the employ of
the recruiting company.

The opening salary offer should not be

based upon knowledge gained from former employees since companies
treat their salary structure as confidential and an initial offer
from the new employer, if higher than the employee's salary, may
be viewed as taking unfair advantage of the knowledge of confidential information.

One approach might be to inquire of the poten-

tial employee what his salary requirements would be and to negotiate from that point.
The recruiting process should not involve contacts made
during the business hours of the present employer since the employee is supposed to devote his time to his employer's business.
Even long lunches should be avoided.

Evening contacts are best.

If the prospective employee accepts a position, he should
be counseled to scrupulously avoid preparing for his new employment
using the time and facilities of his old employer.

Obviously, he

should return all documents, models, samples, etc. obtained from
the old employer.

He should not during working hours use the com-

pany telephone to contact his new employer.

He should not use the

secretaries or other employees of his present employer to prepare
letters or other services which aid the transition to his new
employment.

Be particularly should not attempt to recruit other
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e-pioyec-s of his present company to join his new company.

Be should

r.ct ever, use the copy machine, stationery or other supplies of his
er.ployer since the inference is likely that any indiscretion means
that others, nore serious have occurred as well.
Z: would be well to advise the prospective employee to
a.-.r.cu.-.c« .-.is intention to leave his old employ as early as possible.
:; t.iis i:ivs a firing it may brunt a later charge that the emplcy^e wij a key person.

Otherwise there would have been negotia-

tions z: r-itair. hi- or at least to persuade him to stay to finish
certai.-. :*«:<s.

Ke should be counseled, furthermore, to complete,

if perr-i^iei, housekeeping tasks such as quarterly reports, etc.
which vculd have to be done by someone else less familiar than he
with his work, causing obvious expense and unnecessary delay for
his eld er.pioyer.
The prospective er.ployee should be counseled, preferably
by a.-, it.cr.-.ey, ahcut exit interview proceedings.

He should be

advised t.'.a-. he ~.ey wish to have his own attorney present and
shcuid T.CZ sigr. ar.y exit interview document prior to review by
his attor.-.cy.

These documents frequently have the employee acknow-

ledge hi3 prior employment contract which is not objectionable per
St.

Hcwever, they also frequently include acknowledgement of

access :ii,

cr actual possession of bodies of information generally

desig.-.ated t: be confidential.

Such acknowledgements may contain

dt-acir.j and ur.r.ecessary admissions.
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The employee can indicate a willingness to sign such a
document shorn of unfair provisions but require an employer to
designate specific trade secrets which he would be bound to respect.
In that regard, the employment agreement with the new employer
should contain a provision that the employee 'acknowledges an obligation not to use the trade secrets of his old employer for the
benefit of the new and positively state that the new employer has
no desire to obtain confidential information from the old.
Finally, the new employee should take a vacation or other
break between the termination of his former,.and the beginning of
his new employment.

This provides for as clean a break as possible

between the two which should be at least long enough to exhaust
accrued vacation so that efforts for the new employer cannot be
argued to have been made while the employee is being compensated
by the prior employer.

F-30

2330

EMPLOYMENT INVENTION AGREEMENT

In consideration of my employment by _ ^
, or a subsidiary thereof, and its successors,
assignees, cr designees, (hereinafter referred .to as "The Company"),
and for the renirseration now and hereafter paid to me, and the'
opportunity which my employment affords me to become acquainted
with The Company's business and engineering, research and development work, and other confidential information, I, the undersigned,
agree as fellows:
1.
That all inventions, discoveries, developments and ideas (hereinafter "Industrial Property"), including but not limited to, all
processes, machines, manufactures, compounds, compositions of matter,
improvements thereto and know-how related thereto, whether patentable
or not, conceived by r.e during the term of my employment by The Company cr within one (1) year thereafter, solely or jointly with others,
together with all patent rights therein (including rights under
international conventions), shall be the sole property of The Company
except that inventions made by me solely or jointly with others for
which no equipment, supplies, facilities or trade secret information
of The Company were used, and which were developed entirely on my own
time, or our own tine in the case of joint inventions, shall not
become the property of The Company unless (a) the invention relates
(1) directly to the business of The Company, or (2) to The Company's
actual or demonstrably anticipated research or development, or (b)
the invention results from any work performed by me or by my joint
inventor for The Ccmpar.y.
2.
That all writings prepared by me solely or jointly with others
which relate in any manner to the research, development or other
business activities of The Company shall be deemed "work for hire"
and all rights therein, including copyrights or any other rights,
shall be the sole property of The Company and that such writings
shall be held in confidence by me until written authorization to
publish is obtained from a duly designated representative of The
Conpany.
3.
To promptly review, execute and return all papers to The Company
or its designated representative which, in the discretion of The
Company, are required to obtain for The Company the right, title and
interest in and to The Company in the Industrial Property, including
all patent rights therein, and in any writings, including any copyrights therein, or are required in order to maintain or enforce any
rights in the Industrial Property or writings and to render such
other assistance as The Company may require, and at its expense, in
proceedings before any Patent Office/Court or other tribunal or
governmental agency in any country.
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4. To disclose in writing to The Company, or its designated representative, all Industrial Property made or conceived solely by me or
jointly with others, during the term of this Agreement including any
Industrial Property which I believe would not become the property of
The Company under any provision of this Agreement.
5. To maintain in confidence and use my best efforts to preserve
the confidentiality of all trade secrets, or other information held
in confidence by The Company which are acquired by me or maintained
in ay custody.
6.
That documents including, but not limited to, notes, manuals,
blueprints, notebooks, reports, photographs, and other records in
ar.y tangible form whatsoever, and whether generated by me or others,
which I acquire as a result of my employment with The Company shall
be the exclusive property of The Company and shall be returned to
The Company, and no copies kept by me, upon the termination of my
exployment or upon any request made by The Company or its designated
representative.
7.
To assign inventions conceived or made by me during the term of
this Agreement to the United States or any of its agencies where
necessary to fulfill the requirements of any contract between the
United States or its agencies and The Company, even in the situation
where this Agreement would not otherwise oblige me to assign the
invention to The Company.
8.
That during the term of my employment by The Company, I shall
devote my best efforts to accomplishing tasks assigned to me.
9.
That the execution by me of this Agreement constitutes an understanding by me that The Company does not wish to acquire, or for me
tc use in connection with my employment, any trade secret or confidential information of others known to me and I agree to maintain
such trade secrets and other confidential information in confidence
ar.d not to disclose it to The Company or any of its representatives
or ts use it in the course of the discharge of my responsibilities
to The Company.
10. That nothing in this Agreement shall give The Company rights
in inventions made by me solely or jointly with others prior to
this Agreement. Those inventions made solely by me or jointly
with others prior to this Agreement are listed on Exhibit A hereto.
11. I agree that upon termination of my employment by The Company,
and thereafter for a period of one (1) year, I shall not attempt to
solicit the resignation of any other employee of The Company and not
to compete with The Company in the development, production or sale
of any product or service for which I was involved in the development, production or sale while employed by The Company in a geographical area comprising
•

-2-
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12. That any portion of this Agreement which a Court of competent
jurisdiction shall determine to be void or unenforceable as against
public policy, or for any other reason, shall be deemed to be severable from the Agreement and shall have no affect on the other covenants or provisions in the Agreement. I further agree that the
Court shall be empowered upon the request of The Company to reform
and construe any provision which would otherwise be void or unenforceable in a manner that it will be valid and enforceable to the
maximum extent permitted by law.
13. That the legal interpretation of this Agreement is to be
determined according to the laws of the state of
14. That this Agreement shall be binding on my heirs, executors,
administrators, representatives and assigns and that any prior
Agreement made between me and The Company shall be superseded by
this Agreement.
15. That this Agreement shall not become effective until executed
on behalf of The Ccmpany by its designated representative.

IS WITNESS WHEREOF, I
have executed this Agreement on this
19

day of"

Accepted on behalf cf
By:
Signature

-3-
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EXHIBIT A
TO EMPLOYMENT INVENTION AGREEMENT

The following is a list of all inventions made solely by
or jointly with others
prior to his employment by The Company.
not believed by

The form of the list is
to contain any

trade secret or confidential information belonging to others.
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EXHIBIT B
TO EMPLOYMENT INVENTION AGREEMENT

NOTICE
XCTHING IN THIS AGREEMENT OBLIGES
TO ASSIGN TO THE COMPANY ANY INVENTION FOR
WHICH NO ECVIPMEXT, SUPPLIES, FACILITY OR TRADE SECRET INFORMATION
OF THE COMPANY WAS USED AND WHICH WAS MADE ON HIS/HER OWN TIME UNLESS iA) THE IXVEX7ICX RELATES DIRECTLY TO THE BUSINESS OF THE
COMPANY, CR ii) TO THE COMPANY'S ACTUAL OR DEMONSTRABLY ANTICIPATED
RESEARCH OR DEVELOPMENT, OR (B) THE INVENTION RESULTS FROM ANY
WORK ?E?.FCSMED 3Y KIM.'HER FOR THE COMPANY.
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SSSKP H. R. 4732
To amend title 35 of the United States Code, to set Federal standards for
permissible employee pretention, tnd for other purposes.

Df THE HOUSE OF REPRESENTATIVES
OCTOBES 13,

1981

Mr. KASTENMEIES introduced the following bill; which > v referred to the
Committee on the Judiciary

A BILL
To amend title 35 of the United States Code, to set Federal
standards for permissible employee preinvention, and for
- other purposes.
1

Be it enacted by the Senate and House of Representa-

2 lives of the United States of America in Congress assembled,
3 That title 35, United States Code, is amended by adding at
4 the end thereof the following new part:
5

"PART V—EMPLOYEE INTENTIONS

6 "§401. Declaration of purpose and policy
7

"In order to promote the progress of the useful arts, and

8 in order to encourage the free flow of commerce by the cre-
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2
1 ation of new products and processes, it is the purpose and
2 policy of this part that incentives provided by the patent laws
3 to encourage individuals to make inventions and, once made,
4 to disclose them to the public, and to commercialize them
5 should not be withheld from employees for inventions made
6 by them that are unrelated to their employment, while at the
7 same time maintaining an incentive for employers to support
8 research and development activities and to commercialize in9 ventions that are related to the employment.
10 "§402. Definitions
il

"When used in this part, unless the context otherwise

12 indicates:
13

"(a) The terms 'employer' and 'employee' shall have the

14 meaning as defined in the Fair Labor Standards Act of 1938
15 (29 U.S.C. 203), as amended.
16

"(b) The term 'invention' means an invention which is

17 patentable under pan II of this title.
13

"(c) The term 'preinvention assignment agreement'

19 means an agreement which an employee executes at the re20 quest of the employer that gives any rights to the employer
21 in any inventions of the employee not yet made at the time of
22 execution of the agreement.
23

"(d) The term 'employment invention' means an inven-

24 tion that is made by an employee during a term of employ*
25 ment—

H.R. «:::-*
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1
2

"(1) as a result of the employee's normal or specifically assigned duties; or

3

"(2) based is significant part upon technical data

4

or information possessed by and acquired from the em-

5

ployer, and which is not generally known to the public;

6

or

*

"(3) wherein the employee enjoyed a special posi-

8

tion of trust, confidence, or fiduciary relationship with

9

the employer at the time of making the invention, and

.0

the invention is related to the employer's actual or

11

contemplated business known to the employee.

12

"(e) An invention is deemed to have been 'made' when

13 it is conceived or first actually reduced to practice.
14 "§403. Limitation upon terms of an employee preinven15
16

tion assignment agreement
"(a) A prebvention assignment agreement shall not be

17 enforceable to transfer any rights to the employer in any in18 vention not an employment invention; except that an cmploy19 er may require the granting to it by the employee of a non20 transferable, nonexclusive license to practice an invention not
21 an employment invention whenever such invention is made
22 by the employee with a substantial use of the employer's
23 tine, materials, facilities, or funds.
24

"(b) An employer may require that the employee dis-

25 close all inventions made by the employee, solely or jointly

H.R. i:::-ih
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4
1 with others, during the term of his employment provided the
2 disclosures are received and kept in confidence.
3

"(c) A preinvention assignment agreement shall not be

4 enforceable to transfer any rights to the employer in any in5 vention that is conceived by the employee after termination.
6 of employment.
7

"(d) In case of any disagreement or conflict with respect

8 to any clause of this part V, the matter shall be settled by
9 arbitration in the state of employment in accordance with the
10 rules of the American Arbitration Association, at the request
11 of either party.
12

"(e) This section shall Dot affect rights in any invention

13 conceived prior to January 1, 1982.".
O

H.R. «T3I—ih
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EMPLOYMENT INTERVIEW
ACKNOWLEDGEMENT FORM

I, _ _ ^ _ _ ^
that I was interviewed by
on behalf of The Company on
with regard to future employment by The Company.
appear I acknowledge as follows:

< acknowledge
, 19
Where my initials

1. That I was given an Employment Agreement Form which
was reviewed with me bv

2. That I was given the time I desired to complete the
review of the Employment Agreement before executing it.

3. That I was advised that the Employment Agreement
could impose obligations on me to The Company after my employment
is terminated.

4. That I understood the Employment Agreement when I
executed it.

5. That after execution of the Employment Agreement, I
was given a copy for my personal records.

6. That I was advised that I have an obligation to maintain the confidentiality of trade secrets or other confidential information acquired during prior employment, that I should not disclose the trade secrets or other confidential information so acquired
to anyone associated with The Company or use the trade secrets or
other confidential information so acquired to discharge duties
assigned me by The Company.
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7. That I was given notice that nothing in the Employment
Agreement would oblige me to assign to The Company any invention for
which no equipment, supplies, facility or trade secret information of
The Company was used and which was made on my own time unless (A) the
information relates (1) directly to the business of The Company or
(2) to The Company's actual or demonstrably anticipated research or
development, or (B) the invention results from any work performed by
me for The Company-

Dated:
Signature
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LAW OF EMPLOYEE INVENTIONS IN FOREIGN COUNTRIES

Prepared by Hembers of the Staff

June 1983

Library of Congress

LAW LIBRARY
*

o
z

o
*

American-British Law Division
European Law Division
Far Eastern Law Division
Hispanic Law Division
Near Eastern and African Law Division
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Sweden
United Kingdom
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1ULCASIA

la the People'* kepabllc ot Bulgaria, tb* queetlon of inventlone

vatlosa of October 8, 1966, V

and tb* angulation of June 20, 1*69 £/ con-

cerning lta Implementation.
According to (actios 9 of tola Lav, the State Coaailttee for Selene* and Technical rrae.ra*a la the agency la charge of ttaaaa aattere.
However, Lha Committee function* under the •omluiattatlva end aclantlflc
guidance of tne lnetltut* of Invention* and innovation*. 3/

it auat ba

pointed out here that aloca economic, cultural, and aclantlflc matter* In
the country .irefctatecontrolled, Lijo prlvaLc atfetor of activity la iia—
lted.

Tnla u u i

the atat* elm aole employer through ite enterprlcea,

organization*, *ut. iavtltutlwua.
According to aaccloa 12 of the Law, an Invention la a new creative
technical aolullon of a given problem related to any branch of tnc national
ecouony, aciunce, culture, puolic health, £<Ki national Ucfenae, which la
aorc proyreaalve and more uaaful compared with che existing level of technology. ' An Innovation, a* defined by auction *7 oi tub igac Law, 1* a
tacnnlcal aolutlon of a glvao problem which conatllutes a novelty at leaat
wltnln the Iraaevori ut t:ie tiiterpnee or urbanisation In wulco It was
propoeed.

£/ Duraoavaa Vtatnla lotflclal law geictte or Bulgaria, DVj, No. 81,
October 18, 1168, affective on January 1, 1969.
Jj

UV WO. 46, June 10,

1*6».

*/ C. Uobrav. Protectloo ot lodttatrlal Property In the People'a tapuellc
of Bulgaria 17 (>ofla, Patent and Trade Hat* iur.au, 1970).
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•»!» - 3
further capreaaly states tbat a l l reaunaratlona, awards, p r i v i l e g e , e t c . ,
' « « l i < c n eV»——•»<—ow^Ua,! •••irtaMaed aerharaatp-aa^afcaw^aaa^ajaj^^ajp*
aonproptfrty rights related to tde authorship ure, uovaver, not subject to
Inheritance. ^J

preparau by Dr. Ivaa Slpkov
Chief
European Law Division
Law Library, Library of Congress
Joae 1933

IS:cbr
t>/9/33

V SI. Hedanarov aad b. A. SiavelLov, Isobratatelslto 1 pateotno delo 1
patentee lafonaatslla (Invention aod Patent Work, and Patent Intonation).
(Sofia. l>77)t slap tu fcuaahaaahev, prava aa liobratatellte 1 rataleaallsatorlta (The Klgbte or toe loveatora and Innovators) (Sofia, Protlsdat,
U70).
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csnua BtwnrtiTic uru*uc
ta»lalscent ot tha laaftuaga used by tba Nasi t a f l a a betwea* 1 M J -

the headlnt Beoerarbooonma,, eapbaaliln*' tba c o l l e c t l v l s t character of
Innovations.

The*, l a tba e p l r l t of s o c i a l u s e f u l n e s s . Innovation* ara

rewarded mainly through moral r e c o g n i t i o n and o n l y s e c o n d a r i l y through
material r e c o g n i t i o n .

Tba b a s i c p r i n c i p l e * of employ** i n v e n t i o n * axe

contain** l o tbc Dacraa on tba Promotion ol tha A c t i v i t y of tha inventor
•ad k a t l o n a l l x e r a l a tha l a v a a t l o n Movement of December 2 2 , 11)71. V
According t o t o l a Dacraa, tha main o b j e c t i v e of toe l a v a a t l o n Movaaaat I t
to provide inventors K i t s a cbaoca t o use t b a l r mental f a c i l i t i e s and e n e r g i e s toward s t r e n g t h e n i n g tna Carsao DaBOcratlc Republic.

In otbar words,

Inventions are only important If they ara u s e f u l t o the » t « t e .

£/

Tba

u s e f u l n e s s of tna I n v e n t i o n l a , of c o u r t * , t u b j e c t to d e c i s i o n * made by
Duraaucrata.

Kate, £overnm*nt*l oepartoaut and trad* unions aust work

together c l o s e l y * V

The a c t i v i t l a a of t h e s e ur.ana &re coordinated by

Invention c e n t e r s l o c a t e d l a the various p r o v i n c e s . * /
Pursuant t o a a c t l o n 7, tha management ot a f a c t o r y l a r e s p o n s i b l e
for promoting employee i n v e n t i o n s .

The managers are r e s p o n s i b l e tor keep-

ing thasmelvea and t h e i r s u p e r i o r s Informed about the currant a t a t e of
i n v e n t i o n s , aucouraglag employees t o etudy a c l e n t l f l c l i t e r a t u r e , e t c .

1/ C e » * t « b l * t t ( o f f i c i a l law g a s e t t e of the W n u i Oenocratlc k e p u b l l c ,
C U . l , 11, p. I .
£/

Sea tna praaabla and s e c t i o n s

2/

bac. 3*

^j

dec. * .

1-2.

ut
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course, all these activities amst be planned according to the »ttldeliues
M
J
w u l 1lHlm1'T~-*-r* *~~'***** **~""~
tha Cor——«r*, fifty. Wf|t>, """»'
faffrfiTM
U.I.IHi»«<
III—I. by
•«>»»ajaa»>^WWaBtMW**»g^
""
a*. . m

tloa Movement which coordinates and control* all the activities connected
Co eaployce Inventions. If a need arise* to conduct research la a certain
field, aeaagere arc authorised to siga a eo—called Invention agreement.
Under this agreement, a collective ol employees Is »bHeated to raeearch,
analyse, experiment and lapleaent a certain Invention. The collective Is
entitled to be rewarded for tale work,

la ell cases, toe factory then baa

the rlgnt to acquire ana use the invention. The Inventor has tea right to
demand a decision within the time limits set by the Decree. The Inventor
may also participate in the preparations, exaainatione, and utilisations ol
hie Invention. Finally, the Inventor Is entitled to both moral aad mate—
rial recognition. V

If tu* luvantiou Is rejected, lha Inventor can appeal

in urltlag to the aanaucr. °/ riunetory awards for an inveutiou cau range
iron it) marks to JO,000 Barks. Uonec.rj swards tor an innovation (erfiodun&J can range Between 75 and 200,(WO uarks. Jj

The precise sun should be

determined by the manager according to the social usefulness of the lnven. tion. fy la case of any dispute arising out of monetary coeuudeatiou, auto
the factory aad the inventor cau request a declsloa by a conflict commission organised under the Directive of the Utate Council of the Cerman

V

See. 12.

£/

Sec. 26.

1/

Sac. 30.

£/

Sec. » .
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Democratic lapublic of Octobar 4, 1968. */

In chair puraalt of an «o,ulla-

bia coapaaaatlon, tba aaoagara ara aaalatad by tha Dacraa oa tha Iraalnatloa of tha Oaafmlaaaa af aa Invention la Ordar to Coapaoaat* Invancora of

July 10, 1W2. 10/
In coocloaloa, lha ayataa daalgoao to promote Invention* la o « c coapllceted, a trait ast anuaual for laglalatlea la tba Carman Deaocratlc
Republic.

Xfcla Intrleata ayataa claarly favora tha atata aad aacaaaarlly

dlaeooragaa inventiona.

In addition. Judging by tba frequently voiced crl-

tlciea, tba currant laglelatlon oakaa tba antlra proceaa coabereoae, frustrating, and tb.ua groasly Ineffective.

Ibla lattar charactarlatlc, of

coutii, la tba greateat lapedlmant on modernlilng Cha ta»t German econoary.

Prepared by Or. HlKloa K. Badvanyl
Senior Legal Jpeciallet
European Lav Dlvielon
Low Library, Library of Coograae
June 1983

MKK+cbr
6/21/83

°/

8ac. J2 and *61. I, p. 26/.

}&J

« l . 11. C

HO.
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IBSOU iSmiic or niJMiwr
la tba radaral tapubLlc of Oaraaay, tba Baplayaa lavaatlaaa La* } /
baa b o w la af fact (at a m

t h u 25 r a a n ,

T^lBtSagBaSnSJalSaf^^

laduatry aad labor that tba Law haa oaaa auccaaafully laplaaoatod and ha*
proven beneficial to tba Oaraao aeoaaay. £/
" tba laportaace of tba taaloyaa ta»aatloaa ta* wltbla tba Sanaa
petea* ayatea eaa bo aaaaaaad froa tba fast tbat betwoea M
lowaatlaaa */ aeda'4a Garaaay ara aaployaa lawaatloaa. ^J
aatarprlaaa, tba parceataea la evea blabar.

aad MX of tba
la larger

la aatarprlaaa with • aalaa

veluee la excaea of 240 allllen Da (Oaotacaa Harks), »7 to 9S2 of tba patent* bale ara aaployaa laveatloaa, wbareaa la aaallar aatarprlaaa with a
salsa voliaaa balow 10 alllloa OH, only 492 of tba pataata bald ara aaployaa
lnvaotlaaa. ^J

The lowar percentage for aaallar aatarprlaaa raaolta partly

froa tba fact tbat tba owaera of tbaaa aatarprlaaa ara tbeaealves Inventors
and partly Iroa tba fact tbat tha aaployaaa of aaallar flraa eftaa ara not

V
Oaaata Dear Arbeltaabasreftnduaxoa larbalrfc] voa 25. Jail 1*57,
ewadeaeaaatablatt (seal., official law *asette of tba Federal aspablle of
Ceraesyj 1, p. 756* aa aaoadad by Caeets T O B 4. Sapteabar 1967, H U . I,
p. 953. aa gaglleh traaalatloa froa 11 ladaatrlal Property 226 (1972) la
lacladedaa Aapaadla I. together wltb tba Directives aa tba Coapaeaatloa
for Baployeaa' InvearXon*, 14. at 233. Included aa Append!* II la aa
artlela by a. Sahade aatltlad "aaployaaa* Inventions —• Law aad Ireatlca la
tba fadaral Bapablle of Oaraaay." 14. at 249.
*/ tea Appendix II. at 254j OSta Marten*, Pie VaraBtwaa dar farbaaaaraaaavprachUsa 1 (Olo, 1979).
3/ Tba dotallad ralaa oa coapeaaatios for aaployaa laveatieaa la tba
ArbatrfO' apply to tboaa tbat caa ba protected by pataat or aa atlllty
aodala. The Law alao coatalaa aeaa radlaaatary ralaa oa coapaaaatlaa for
ether lawovsttvo-orspossls.
*/

0. Sahaea, Arneltsrocnte Baailtierti 60S (bSasbaa, I960).

*/ C erefetaeaa, * M
wad tenbalachar fbrtechrltt," la Headort,
Jaaro rataatawt42 (aaaobaa. 1977).
. • • •' '"""
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Ta« iiiimaH.il t i m » * f a « < a | » i i i i i

with tba ammleye* Ioveatioas l a * can be ascribed to It* aaatatory nature.
Aa stated l e aactlon 12, tue provision* at ilia Lew cannot ba changed to the
detriment of th« employee by an employment contract or collective agreement.
the Employee Inventions Law promotes tacbuolo a lcai progress, la two
way a.

Flrat, tha expectation ol reaping . l i a b l e financial benefits and

personal recognition froe an invention i s an incentive that spurs employees
ou to greater efforts) ^J aacood, alaco tba Lav baa tba effect that aoal
lnwantlona actually ere patented, tba ensulnj publicity of the patent
application creates *n xapetus fur xurtucr ruaearcn and speeds up ctw
development of new technologies, ' /
Aa espirtcdl study undertaken in CVceauy in tba early 19?0o allows
tnat in tba auat patent-lntenelve lnduatrlea (chemical, electrotecuaoiogic,
auu aecnanlcai engineering) only 5£ of the inventions tbat can be patenlea
are kept secret) a l l otbere ara patented.

Tbe study also snows that tbe

tmpiuyee Inventions Law la one of tha Bfjor factors that encourages patent
appllcatlona.

Although tbe rule requiring tbe employer to apply for a

patent tor a claimed service luventton permits of certain exceptions
(see. 13 of the Law), tba employer In moat cases l e faced with the choice of
cither releasing the invention to the employee ot ot applying for a
patent. */

ty Id. at *9.
' / Ifo-Inatitut tux Wlrtecneftaforechua*, J Patent—men and tachnischet
rottachrltt *i (Cottla»en, 117*).
£/

Supra note J at 41.

o
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Although the £aployeo Invention* Lat» place* the tieiaaa Industry a t
• c o a p e t l t l v e disadvantage i n coaparlaoa with the I n d u s t r i e s of other couat r i e * £ / (none of which, a n by l a x subjected to a s f e r - r e « c h l a f w

obliga-

t i o n at compensation to i t s aisployees lU/> <iud although t n l s Law c r u t o «
f r i c t i o n * l o r U r u a e n t e r p r i s e * « n g « s l n ^ l a J o i n t venture* with f o r e i g n
l i r a * , H / Ceraan Industry, n e v e r t h e l e s s , ii** a very p o c l t l v e a t t i t u d e
Coward the ftaployoe Invention* Law.

This can ba s e e n , ( o r i n s t a n c e , froa «

• t a t o t c a t * u « In 1979 by tbe Cnployee Inventions C o e a l t t e e or th* f e d e r a l
Ur&anlxatlon of ifeployer A s s o c i a t i o n * .

In d i s c u s s i n g tbe p o s s i b i l i t y ot

unli'ylu& eaployee i n v e n t i o n * law within trie European C o n c u a l t l c s , tba Coo—
d i i t t e e uxpresaed tbe hope that u n i f i c a t i o n would uot l e a d t o cnaages In the
Ceraan i j v to the a o t r i a e n t 01 tt'.c balance i n h e r e m in the German 6yste&. i » /
bcployea i n v e n t i o n s law it* a c o a p l i c a t e a s u b j e c t B a t t e r , as can be
expected l r o a i t s p o s i t i o n 4.L Utt crossroaua betaken m o o r l a v ana patent
law.

Anong tne d i f f i c u l t

i s s u e s that xust ba r e s o l v e d In each c a s e l a the

adequacy of compensation lor a c l a l a c u s e r v i c e I n v e n t i o n .

The** coaputa-

t l o n s are u s u a l l y nan* by reference to tin' Guidelines ot 195V. '-V

[n

2j
"• k X e a n l t t , Das ArbeUnehnerertioderracht In der P r j u l s dea
Unternehacrs 1 (.KB i n , lSr77).
10

/

B. Scusde, "Arbaitaehaerertlodunget., n 26 Recht der Arbeit 119 ( 1 9 7 5 ; .

1*/ it. S c h l p p e l , "Die Crenxea car ParteiauLouoale l a i n t e r n e t l o a a i e n
A r b e l t s v e r t r a g s r c c n t uod d i e AroaltntlmorertlnduDt," 02 M l t t e l l u n g e n der
deutscnen f a t e n t a n w l l t e 129 ( 1 9 7 1 ) .
**/ JahreaberlcUt dar Buadssvarslal*ung der Oeucscnan A J b s l t g e b s r varMnde yj < 1 9 7 « ) .
H/

Sea Appendl* 1 .

2351
r&a - *

e a a e n c e , compensation depends oo the "invention value" and the " p a r t l c l p e *
" t i o a fSetf3tf*r"' I d a lattaTTfaptaaagicar e t a w M » > m m i * * •

tmgltmm^a

achievement es coopered t o the r t i M r u i provided by the e n t e r p r i s e ,
a s s e s s i n g the i n v e n t i o n v a l u e , a l l c a a a a analogy l a of tan u s e d ,

la

la

a e t e r s l n l n ^ tne p a r t i c i p a t i o n l e c t o r , nany clrcuustancea are taken i n t o
account by a point system, auch aa tue l a l i l a t l v e of tue i n v e n t o r , hi a
employment d u t i e s , tuu the r e s o u r c e s , e x p e r t i s e , and assumption oi tue r i s k
provided by the e n t e r p r i s e ,

la p r a c t i c e , the p a r t i c i p a t i o n f a c t o r aay l e a d

to awarding tue <±fiplovcc 13 tii 111 of the amount that trould bo payable t o
AQ independent i n v e n t o r . 1*/

.Ulhou^h the Guldellnea are complex and hjave

i n some i n s t a n c e * bean further developed by the A r b i t r a t i o n Board, t h e i r
a p p l i c a t i o n , In p r a c t i c e , i.ai> (.orxed out « e l i . ^ /

in larger «at(rrprisad t

the compensation c a l c u l e t l o n a , ad w e l l aa the o t h e r paperwork, required by
tue Law, Arc Eiandled ruullitei)* by OAperienceo pateut department*. '^/
the A r b i t r a t i o n Board ties played an Important r o l e i n the tucccss—
. f u i implementation of the Lbw.

The submission ut o l s p u t e s t o the a r b i t r a -

t i o n hoard beiore reeorcln& t o J u d i c i a l racouraa baa toe e f f e c t that l e a a
ot an adversary f e l i t i v n u a i i . i s cireatcd between employer and employee*
However, tne s t a t u t o r y provlalona are f l e x i b l e enough t o permit the p a r t l e a
t o "forego a r b i t r a t i o n If th»y f e e l - ( m e t mm aaitcabla MtUsmmnc c a a o s t be
14

/

t e a Appendix l i

' 5 / Thaae Foreentae.ee have been awarded l a a r b i t r a t e d s e t t l e m e n t s , to
undisputed c a s e s , the percentage f o r the p a r t i c i p a t i o n f a c t o r nay ba somewhat lowert l . Salater, Has aacnt dec Arbelutehavsrerflndun^en ill
(torllu,
197J).
1l b1 /

S»Pra
n o t e 10 and 1 . Johaooeson, arbeltmehmarerf lad unman 63 (Welouela,
a

1779)7

45-025

0 - 8 5 - 2 9
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reached.

Tne A r b i t r a t i o n Board, however, l a c a l l e d upon I D most d i s p u t e *

o b j e c t i v i t y , r e a l i s t i c a t t i t u d e , and t e c h n i c a l sad l e g a l e x p e r t i s e . _££_/
Host eaployee Invention* are coapenaated without c o n t r o v e r s y , a»
can be seem froa the s t a t i s t i c s ox the f a t e n t Otti.ce,

Curing tbe period

froa 19S7 t o 1961, the a r b i t r a t i o n Board l a Munich was Invoked l a

1,730

caaaaj I t proposes 1,073 s e t t l e m e n t s , 763 of wblcn were a c c e p t e d .

In

1981, 72 a p p l i c a t i o n * were r e c e i v e d , and 63 proceedings were pending a t the
end oi the y e a r ,

'fneae f i g u r e s luive to be viewea within thv context ot the

patent end u t i l i t y aodel s t a t i s t i c a l

In 1981, 49,002 patent a p p l i c a t i o n s

aarf J6,333 u t i l i t y «\*rt«l a p p l i c a t i o n s were received by tli« lA-rraan Pic*mt
O f f i c e ; of t h e s e , 041 of tu« pataot a p p l i c a t i o n s end Tit ot the u t i l i t y
uodel a p p l i c a t i o n s wnre v u b c l t t f u by l.rntia a p p l i c a n t s .

l0

/

The Employee Inventions Law h*« generated a l a r g e bouy of lejtal
l i t e r a t u r e ami c e e e l&w, aiui these d«v£lop»ent*> have served to provtuc u n i formity and l o g a l c e r t a i n t y l a the i n t e r p r e t a t i o n of the Lav.

Soae a l n o r

probleae p e r a i e t , howtvui-, ami aoad p t o p o s e l s fur refura have been a i d e . 19/
&u>C4 t h e s e probleaa arc the o b s e r v a t i o n t h a t e a p l o y e e s i u s a a l l c r t i r o s
are s o a e t i a e e not aware ot thulr r i g h t s or ao not pursue thetc; £^/ a l s o , the

}Zf

U . «t IU2.

18/ Deutsche* P o t e n t i a l , Jeare»ticrlcut l v l t l . Anotner A l b l t r s t i o n board
o p e r a t e * In B e r l i n . (A the a v e r a g e . I t handle* 2-1 c a s e s per y e a r .
11. uanner, "Die Senaonlun* tier su t i n e a gtiltand *u aacuendea Mooopol
Arbeltaer&eboleae van Azbeltnaaaetn — Das Arbtti, wi* e* 1st
god wl* * • e o l n a t l a s t e , " Oewerbllcher t e c h t a s c b u t a und grhsborrocht 91
(1983).

Tubrenden

jj£/

See appendix I I .
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provaa eocceaefal la practice. £1/

furtharaore, eaployere nave recently

suggested cbat many of tna eo-called "reaenre pacenle" lack usability aau
therefore mould not be caapeaaatad. 11/

ua balance, oowovar, tba Law oa

fiaployea lnvootloaa baa been eacceaafully Implemented and baa made a algnlflcaat contribution to technological progreaa in tha Federalft*public.
Moreover, a cartallaant of tha coapanaatloa beoaflta treated to aaployee
lnvencocs wmld not be politically feaalble ami la tharafore not coutcn—
placed by anyone.

rreparao by Or. Lditb falaec
Senior basal Spaciallet
European Law Dlvlalon
Law Library, Library of Oongreaa
June 1983

*f/ . Suora note 9, at 13-19.
2£/ Jabreaberlcbt dar btaadeetverelnlaane. dar Poutechea ArbeltaaborrorbBode
K (1980).
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Tha laaua of tba r i g h t of enployecs t o t e a l r l o v e a t l o o a l a of

i a p o r t a a t l o v a a t l o a a may ba aocaoaa vt»a do not work Independently bat. a n
employed by v a r l o u e e n t e r p r i s e * .

Aithoasa tba c o n f l i c t of i n t e r e s t that

occur* l a auch caaaa ( i . e . , tha r i g h t s of e a p l o y c r e v e r s u s tboaa of e a p l u y aaa) baa baas s o l v e d a l i f e r e a t - l y I n v a r i o u s c o u n t r i e s , t h e r e l a a s l e c r e a e l o g tendency t o r e i n f o r c e employe* r i g h t s both Morally and M a t e r i a l l y .
l a tba Crack l e g l a l a t l o a . Inventions cava been e x t e n e l v e l y
regulated by Law 2527/1920 oa P a t e n t s of I u v e a t l o a * , V as *a\efcJcd, by
Uw 1023/1VH0, £/- and by a r t i c l e 608 of toe Ureck U » l i

Code ot 194b.

rk>re

s p e c i f i c a l l y , a r t i c l e 4 , paragraphs 2 and 3 , oi Lao *S27/192G, which was
lntplroti oy «a Aubtci.ua l a * iavwrabl? Lo employees, s t a l e s thai workers,
employees, a s s i s t a n t s , or partoara l a I n d u s t r i a l aatarpriaaa or c o a s n r d a l
f i n i s s h a l l ba coaaiuered a s Ch« o t l » l o a t o r s ot l a v t n t t o n * aad* by then
during tha period of t h e i r c a p l o y » e n t .

An agreeoeat asde to the coatrary

s h a l l ba v a l i d , u n l e s s too Invention I s o u t s i d e t » e scope of a c t i v i t y oi
tha e n t e r p r i s e .
Die 1920 p r o v l e l o a baa beau supplanted by a p a r t i a l l y

different

p r o v i s i o n ot a r t i c l e bod of the u r e e i C i v i l ijuoc, •*/ i n s p i r e d by cne s>»lss
C i v i l Code.

according t o t o l a a r t i c l e , l a v e o t l o o s aade by c a p l o y e e s during

the patioraattca o l t h e i r J u r i e s s h a l l belong
1/

A. T o u s l s , B* nnporlkoe Kodla

to

tiwm, ualwss the l a v e o t l o o s

iCoeasarclal Codo] 30* U t . . « u » ,

1973).

jj/ P . a a p t a r c b l s , 11 D i a r i e s Kodlx tioaotheslas I Continuous compilation ot
tawaj 2 1 0 . 0 3 ( a ) tLoaaalaafJ.
2/
1 . Spyrldahls aod a. rvrafcla, 1/2 As t i n e a todla. [ C i v i l Code J I Athena,
1*72).
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coaatltata tha work aaalgned to cba eapleyeae or cba eaployars haws
reearred tha right to

l^_i£!&Lte&*—ltmaaGMJtJt9tfUVl4t**ttMiamtbmm&*fl

eapleyae aaall a* entitled to a a p o d a l , raaaoaabla faa.

That, tha l a s

adopted a fair eolation by etlpulatlng Cbat invention* belong to tha
inventor oajployae Helena Chara xa aa agreement aade to Cba contrary.
On entire a r t i c l e la aot applicable to lnventlona aade by aaployaaa daring thalr lelaure ttaa and Independently of their work, even vhea
aachlnee or otbar toola beloagleg to cba eaployer bare beaa uaad.
Tha c a n "raaaoaabla (aa** graaced co tba aaployee doaa set coaatltata a ealary, and If lta aaouat la la doubt It will ba dateralaed by cba
court, which will caka Into cooalderacloa the prindpl* of £oo<i faith and
tha special clrcuaataaeaa of aacb casa, e . g . , tha typa of invention and lea
ueetulnaaa, any cooparacioa 0£ aeelataac* fron cae eapioyer, ace.

A raa-

aoaabla faa doaa aot atean f a l l compensation to tha employee for hla loac
financial right* whan Che Invention la of as Incidental nature,

la tba

event that cba financial significance of aa invention latar change* for cba
batter, the iavaator-aaployae la e n t i t l e s to an additional lea.

any (Utter-

ances arising from tha datomlnacioa ot tas aaount to ba paid to the
eaployae will ba eolved according lo tba procadure uaad 1ft labor dlaputaa.
Ifaa ooeetloa of whether or one aa inventloa took placa during tha
parforaanca ot dutlaa haa baan generally considered on cba baala of facCora
relating- to placa or tin*.

Tba aoac correct interpretation, chough, la tha

oaa that caka a late eoaalderetloa tha fuodaaencal conaaccloa between cba
lavaatloa and tba kind of work carried ouc by the employee.

2356

Accordlaa. to arttoio oat ol tha Croak Civil Coda, tbara ara two
eaaos wbars too lovaatlsa boleustotUaooj
itaa tha typo at work aaalnnod I
dudad f roa tha word "balou»a" that tha onployar acqulraa aa abaoluta aad
axcloslva right to tha Invention upon Ita completion.

Employee* ara

obliged to notify their employers, aad not third paraoaa, of their lnveotlons aa aoon aa tbey complete than. Tha aacood caac la whan tha anplojar
baa reserved tha right to tha Invention. Seen a reservetlem, la ordor to
ha valid, should be established la tba form ol a contract batman employer
and eaployee taat Is althar actacbad to tba original contract ol onploymnt
or dona Independently; it can have a specific reference or be a «or« coaprahcaslva ona that Include* any iavaotloa ralatad to tha typa of work
aaaleuea to tha eaploye*.
la i«uair*l, »a Initiation la a creative. Intellectual wotk that
generates turee nguts tor the euployeet */
(a) tba right to tha Invention as a mental work existing before
tha Issue of any patant, auch right beln* inheritable and tranafarable;
(b) tha right to apply for a pataat| and
(cj tha right to ba acknowledges a* the inventor.

V

Cb. Agallopomloa, Halatal grgatihou pikaloa kal Kolnoalha* folltlkaa
of Labor Lav and social Politics] 15* (Atnana, 1»7J).

* Undies
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The right 10 actaoMl a«a—eat earlvea rraa the (aaaral right at aeraeaallty

sntlclad te.caqaaat that ate anna to —atloaea la tha patent.

Prepared by Hra. Ihereaa Fapadaaatrloa
U»«l Specialist '
European Law Division
Law Library, Library of Gensraaa
June 1983

.
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1XALX

Tfce patent right aad taa excloelve right to laplaaaal taa leveatloa belonge, In principle, t e the inventor, aa a#taAlli^a - 4^ajtfJallaVaVM
T S i T s l a o r i S a X l T u . Coda. 1/

la accordance vice, e r t l a l e * ZMO aa* JBH*

tUa eubject of eatployee Invention* ta regulated by apedal lawai

loyal

Dacraa Ho. 1127 of Jena 29, 1939, £ / and eubeequeat aaendaenta regulating
tha pataata for induetrlal invention*| aad Decrea of tha freeldeat of tha
tapoallc He. J of January 10, l»57, */ Ceuaelldatloa Act of rrevlelona
Concerning auployeea la Public Service, that regulate* tha invention* of
audi eaploveae.
loyal Dacraa Uo. 1127 atataa that when an loduatrlal Invention la
aad* la execution or fulflllaent of a contract or of a labor or eaployaeoc
ralatloaabip, wherein the lovantivk activity la fureaeea •< an object of
the coatract or ralatloaabip and la rewarded aa aucb, the rl(hta accruing
froa cbc lnveatlou belong to Loa eapluycr, except for tha n g n t ol the
inventor to be recognlred aa tha originator ot tha invention.

If remunera-

tion la not loraaeen and Iliad aa a reward for ttte lovautlve a c t i v i t y , and
tha Invention baa bean aada In Che execution or f ulflllaent of a contract
or ot a labor or eaployaent relationship, the rlgnta accruing froa tha
Invention beloug to the eaployer.

However, tba inventor. In addition to

tha right to be recogoiaed aa tha originator of the invention, la entitled
to an equitable boaoe, depending upon the Importance of the Invention.

J/ R. Cantagalil, Cod lea Civile Co—antato a Leggl Uomploaantarl (Edition!
Laarua, Flreaaa, 1961).
£/

Id. at ZOoJ.

2/

U. at 211*.
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Whenever tha conditio** aeatleaed above 4a not apply and tba
•

f | ff n i l r

..

r...<t„

.,

BTlMtM

mmtar

axlMler.oi pahlla atelalatz>t4a]L.«a^«k^<fe tba lnveaxa^ beleage, tha
employer haa tha right af pre-emption far tha exclusive ox ooaexcloalve oaa
o( tha Invention or for the acquisition of tba pataat, aa wall aa for tha
privilege af applylag for or pmrchaalag foreign patante aa cha earn* invention, against payment of royalties oi a ewa of money.

Royalties or athar

payment most ha aatahllahad aftar deduction af an amount equivalent ta tha
aeelatance, in nay for*, that the inventor may iiave recelveo. froa tha
employer for achieving tha invention.

Tha eaployer aay exorcise tha right

oi pre-«aptlon wlluln three nootns of recalpt of a communication concerning
tha grant of tha patent.

The relatione eatabllahaa by tha axerciae of tha

pce-eaptlon right provided for are legally dissolved whan the amount due la
not whally peld within the atated term.
-Furtuetmore, en lnduatrlal Invention tor which a patent application la filed within one year of tha data tha inventor left tha private
aaterprlaa or tha public administration in the field of activity in which
tha invention falla ahall ha coualdered aa having been aade during the
execution of the contract or of the labor or employment telatlonahlp.
Decree of tba Praaldaat of tha Republic No. 1 of January to, 1937,
etatee thai tha right* derived froa an lodoatrlal Invention aada during tha
performance of a pmbllc earvlce work relationship, in which Inventive
activity la foraaaeo aa tha object of each a relationship and la rewarded
oa tola baela, bales* to the atate, except that the inventor haa tha right
to be recognised *m tha originator of tha invention.

If no reward la payable
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Italy

to the Investor, ha la entitled to a fair coapenaatloa, depending apoa tba

•-••'• -wfcaa tl^oforenieaa-laaoa eaaattloaa axaae* prn*nM.and^whaa.,J»»Ta_,
la at laaua aa lanaatrlal laveetlen lncleded la the uaaal range of activity
of taa dapartaaat of tha public aervlce la which the Inventor la employed,
tha aald depaxtaent haa the xlfht ei pre-eaptloa of tba exdoalva er^noaeaalaalve aaa of tha laveetloa oc_tbe,rlf,bt to purehaae toa patent. Such
dapartaaat aleo haa tha power to apply for or to parchaaa foreign petaata
oo taa aaaa Invention, egalnat payment of a royalty or a prlca to ha tlxad
aftar deduction of a aim oi money repreaentlne. tha value of any aaalatanca
the Inventor baa received froa tba dapartaaat cowarda tba achievement of
Lba invention.

Tha dapartaaat Bar exerdae tha rlgbt of pre-emption within

thraa aoatha of receiving aotlflcatloa of taa great of a patant. laa
taraa agreed upon concerning tha ezerclae of tba right ot pre-emption are
dlecharged by lav whan tha compensation dua la sot coaplataly paid by tha
and of the dua data.

Taa coapaaaatloa, tha royalty, tha prlca, aad tba

mode of performance relevant thereto ahall be fixed by a decree of the
competent Mlulater.
In addition, an loduatrlal Invention la deemed to have bean Bade
daring the work relatloaahlp whoa the patent haa been applied for within
one year froa the data on which tha Inventor left the department of the
public aervlce where be engaged la activity to which tba Invention la
related.

Prepared ay Or. eioveanl Salvo
Legal Spaalallat
laropaaa Law Olvlaloa
OB:cbr

6/20/83

Law Library, Library ot Coagreea
Jaaa 1*83
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Tha aaajaet o f e a p l o y e e Invention* l a governed l a Japan ay tba Fat ant
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A s t l « l « 39 a f t h a t l a * s p e c i f l e a t h a t I f aa estalevee aakes aa lavetr-

t l e a a a a r e s u l t o f a work r e l a t e d a c t i o s ,
'employee's invention.*
each aa l a v a a t l e a .

tha I n v e n t i o n l a c a l l a d aa

Tha e a p l o y s s baa tha t i g h t t o o b t a i n a pataat for

Tha p a t a a t l a however ( a b j e c t t o a r o y a l t y — f r a a

e x c l a a l v e l l c a a a a g i v e n t o tha employer.

ooo-

Sach Inventions any .furtneraore ba

assigned o t e x c l s a l v e l y l l c e a e e d by tha aaployaa t o h l a or bar aaployar by aa
a g r e e a a n t o r by t h a a a p l o y a r ' a ova work r e g u l a t i o n , provided tbat tha cegwl a t l o n l a aatabllahad In advance o f tha a c t u a l i n v e n t i o n .
An a a p l o y a a

nay

"oaployae'a Invention".

tramlti

the tight

t o obtain

a patent

for i s

In aoch a c a e e , or whan'tha eaployee has granted the

a a p l o y a r t b a e x c l u s i v e r i g h t t o u i i hla or bar I n v e n t i o n , * reasonable r e smaeratloa amat ba offerad t o tha enployea*

l o d e t e r n l a l n g the aaount of any

aoch r e n u o e r a t l o n , tha value t o the employer of the lnvoatlou antt the e x t e n t
of tha aaployaa'a c o n t r i b u t i o n t o I t s development ahoold ba c o n s i d e r e d .
I f an employee c r e a t e * a o a e t h l n g that does not f a l l Into the category
of aaployaa'a Inventions b y . f o r . I n s t a n c e , Peking an I n v e n t i o n t h r o u g h a c t *
o u t s i d e t h e acopa o f h l a o f f i c i a l

duties,

t h e employer docs not have the

- Ttfajt t a —Joa-aa — a wart regal ot1oo> regard!ag t h a r i g h t t o o b t a i n a p a t e n t
for tha I n v e n t i o n . £ /
l
/ - Lao Ho. 121 of a p r l l 1 3 , 1939.
Hay I t , 1981.

I t was l s s t aaended hy Lav Ho. 45 of

£ / Baa Zentaxo Kltagawa, * Doing Boelnaaa In Japan. VI1-1? (*e» fork.
Hatha* l a n d e r * C o . , 1 * « 2 ) .
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Japan - 2
Tha ratent Lav ltaalf ta elleat oa tha apaclflc anbject of tha ovnar•^hlavflf_tha_naxait_ri*ht_Mhtn tha aoveraaeat haa raaaarcb performed by a
aerporatloa throngb • c o a t n c t s a l arrangaaent or by giving • grant.

In tha

abaaaea of apaclal provleiooa governing thla eltnatloa. I t nay ba construed
that, dapandlng oa the terse of tha contract concluded betwaan tha governaeat
aad tha corporatloa, tha governaeat aay ba given by tha corporation aa e s clualva or non-excluelve l l c e n t a to o»e a r e s u l t i n g patant or tha pataat
ltaalf, provided that tha corporatloa »» tha employer haa been given auch
right by the eaployee, under Artlcla 35 of tha Patent Law. £ /

Prepared by Sung Toon Cbo
Assistant to the Chief
Far Eastern Law Division
Law Library, Library of Congrese
Jane 1S83

SYC:CAJ:caj
6/10/83

V
Thla was confirmed In a telephone conversation alth tbe lefcel attache of
Che Japanaaa Cabaaay on Augeat 26, 1982.

2363
TB» K i r a n j k B t t

to tha Batherlande, am I n v e n t i o n made ay aa manloyae to covered by

aaaa kind aa t h a t I n v e n t i o n t o uhlch a patent a p p l i c a t i o n r e l a t e s , t o e
employer l a e n t i t l e * t e tha p a t e n t . ^J

I n t o M U I t h a t aa employer l a not

e n t i t l e d t o tha patent r i g h t I f aa I n v e n t i o n to made o u t s i d e tha scape of
tha employee's e p o c l o l t s o d knowledge tor whtom aa to aatagaa aad I f tha jab
cannot ho regarded aa oaa to which tha employee aaaa s p a c t o l t o a a knowledge
t o make Invent Loos.

However, I n tha employment c o a t r a c l tha employer can

s t i p u l a t e t h a t he w i l l be e n t i t l e d t o patent r i g h t s on I n v e n t i o n s aada by
l a c employes t o a t are In any wey connected with bla worlu
Tne law turther provide* 3j t h a t 11 the aalary at the employee
cannot be deemed to provide adequate remuneration l o r h i e I n v e n t i o n , the
employer cau be required to pay the employee an e q u i t a b l e eun.
Tha amount of coapenaatlon depaada oa the monetary v a l u e of tha
Invention and t h e c l r c u a e t a n c e a under which I t was made.

If t h e employer

and the Inventor are unable t o a j r e e oa the appropriate amount of compensat i o n , toe Patent Council u l l l determine I t upon r e q u e a t .

The C o u n c i l ' s

2 / taw of November 7 , IvlO, S t a a t a b l a d I o f f i c i a l law g a a a t t e of the
• e t h e r l a n d a ) M l , aa amended.
*/

I d . , a r t . 10, para. 1 .

2/

!*•> r*ra. 2.

.
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daemon la blading oa th* parties.

The provlalaa of too law oa Jaet COB

. .,. glean tha pereoa who aade tha laraatlon, hat oho l o act aatltled tojeba
patent right, tha right to ba meed In tha patant aa tha Inventor.

Preparad by Dr. Karel Mannlak
Legal Specialist
loropaaa Law Uvlelon
Law Library, Library or Congreaa
June 1J83
CW:cbr
6/17/83

±j

U.,

para. 3.

2/

Jd. a r t . 12*. paraa. 1-2.
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EMPLOYEE INVENTIONS AND JOINT INVENTIONS UNDER SWEDISH LAW

I.

General

The Swedish copyright and patent statutes do not have provisions
that dlacrlnlnate against non-cltteens,

lienee, in the case of o Joint Inven-

torship between • Swedish and a foreign national they will both be cranted
the aaoe protection under Swedish law.

To state this in another way, the for-

eign national will be granted full national treatment.

The following Part II

dealc with inventions nado Jointly by inventors, while the special Swedish
provisions on a peculiar type of Joint ownership between an enployee Inventor
and his employer are covered by Part III below.

II.

Joint Inventions
A,

Dooeetlc Swedish Law
Section 1, subsection 1, of the current Swedish Patent Statute

(Ho. 1978:149 in Sveosk Fgrfattnlngssanllng, hereafter referred to as SFS)

U
provides!
Sec* 1, subaac* It Anyone who has oada an Invention which la
susceptible of Industrial application, or his auccesor in title,
is entitled pursuant to Chapters 1—10 of this Statute to obtain,
upon application, a patent for the Invention in this country and
thereby acqulra an exclusive right to exploit the Invention coenerclally. Provisions concerning European patents are given in
Chapter 11*

1/ J. V. Baxter and J. P. Sluuott, 2 C World Patent Practice 29 "Sweden"
(1974- ) , The section on Sweden in vol. 2 C of this looseleef service contains full translations of the current Swedish Patent Statute (SPS 19761149),
as well as the Patent Statute (SFS 1967i637) in force before June 1, 1978.
However, the translated Statute on the board of Appeals of the Patent and
Registry Office on page 28 haa nov bean replaced by the Statute (SFS I977i729)
on Patent Appeals*
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Although the vord "anyone" la singular. It does not prevent a joint
application froa Joint inventors lo the case of a bona fide joint Invention.
However, a claim of joint inventorship to secure joint property rights In the
patent t*ar tve of dubious value alroady because of the legislative history of
Che Patent Statute.

The original Scandinavian draft to the Swedish Patent

Statute of 1967 contained lo Its section 7 a provision that would have allowed
the Issuance of a so-called coopany patent In situations where an Invention
resulted from cooperation between several persons within an enterprise In such
a vay that It would be impossible to Indicate any specific person or persons
aa Inventors.

Since this proposed section 7 vie directly rejected by the

Swedish Parllnent, one could Imagine circumstances supporting a contention
that a daln of joint Inventorship was in reality an atteopt to obtain one of
the rejected "conpany patents."

However, such an objection would nomally

not In Itsalf be sufficient to Invalidate a patent under Swedish lav, as dla2/
Clngulshed froa Che lavs of Che Ualc«d SCatee,
because eectlon 32, subaec—
Cion 2, of the Svedlah Patent Scacuta (19/81149) scaceal
Sec. 32. eubaec. 2t A patent shell not be declared Invalid
on Che grounds chat Che one who haa obtained the patent vaa oolj
entitled Co a cerCaln ahare of It.
3/
Lara Uolnqulat In hla hook on Svedlah Patent Lav
Is succinct on

O

the natter of Joint InvanClonai

the neatee of Che JolnC InvenCors should be

seated In Che patenc application, and only one Inventor should be entered
InCo the Patent Reffieter.

Re also states that the Joint Inventors sre not

11

id., v. 2il97.

3/

L. nolaqulsc, Pacencrltt 51 (Stockholm, 1976).
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i
prevented fron agreeing on chelr respective share* In * separate contract
under private lav.
Claea Sandgren In his Important cocparatlve work Pateotllcenaer
(Patent Llcanaes)

does not deal wltb problems possibly arising out of a

Joint application for a patent.

He does, however, la hla Chapter 9 discuss at

length the fact that a licensing agreement with a patent application as Its
object enjoys eubatantlal protection onder French, Swedish, and Cermao law,
while Its legal protection would be leas under the laws of the United States.
Hence, this writer la Inclined to astuae that a Swedish patent lawyer would
prefer to solve problems of the kind similar to those posed by a "cocpany
invention" with a licensing agreement of the type Indicated by Sandgren,
rather than attenpt to establish Joint lnventorehlp In a patent application.
While the brief Sumnary In English lo Sandgren'* book

doaa give

the American reader some Idea of Its contents, it cannot be relied on to be
an accurate abstract of Sandgren's text In Swedish.

This applies to coverage

of the cited Chapter 9 on pages 351—382, and It applies even nore to the aone—
what cryptic statement on page 378l
of fores Is Halted."

"It la established...that the actual us*

This 1* a matter that la loportant to anyone who has

to draft or evaluate a Swedish patent licensing agreement.

Fortunately,

Sandgren explains on pages.38—63 that unilaterally prepared form for licensing agreements (and for many other subjects) are not much used In Sweden.

4/

C. Sandgren, Pafntllcansar (Stockholm, 1974).

57

Id. at 377-3931

45-025

0 - 8 5 - 3 0

8 angary by Uchard Cox, trans,

(appendix I)
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The Svedlah (and Scandinavian) preference lc for atandard contracts prepared

y
In active cooperation betveen th« Interested parties.

Sandgren also notes

that when unilaterally praparod forns are used to this limited extent for
licensing agreements those prepared by ORCALIKE (Organlsae de Liaison des
Industries Hecanlquas Europaeonee) eeea to be preferred.

In his footnotes

Ssndgren cites the ORGALIME forms and those published by Sverlges Hekanf5rbund,
en Aasoclation of Swedish evrplovers, ii well as a number of non-Swedish
7/
• ourcei that nay be useful for the drafting of Swedish licensing agreements.
K.

Swedish Private International Law
As Indicated above, Sweden grant* foreign Inventors and authors the

earae protection granted to Its ova inventors and authors.

Consequently.

Swedish courts will la almost all cases use Swedish law when deciding tatters
pertaining to intellectual property rights.
The Swedish Conflict of Lava

HIIdlog Eek in his book

explains the Swedish private International lawa

pertaining to Intellectual property rights in this wayi
Copyrights, Patents. Hark* and Designs
In th«*e fields solution of external problens has been
sought through the extensive nst of convention*. By this means
conflicts have been avoided and a kind of droit unlonlsto ha»
been created, composed In part of uniform rules and In part of
rules providing national treatment of foreigners....

6/ 0. semita, "Conauaer Protection and Standard Contracta," 17 Scandinavian Studies In Lav 11-50 (1973), discusses the Swedish concept of standard
contracts In some detail.
7/

Supra note *, at 58-59.

8/

H. Eak, Tha Swedish Conflict of Laws (The Hague, 1965).
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Eek's staceitenC la aclll vary doacrlpclva of the Svedlsh lawt pertaining to these raaCCera, and Che conventions ho raters Co are International
agreeoenta of the type negotiated by the Svedlah governiaenc through the usual
diplomatic channels because they usually require approval by the Svedlah
Parliament In accordonce with Chaptor 10, article 2, of the Svedlah Constltu9/
tloo or Instrument of Covernnent Act.
The latest Swedish International
agreement of this kind seems to be Its ratification In 1978 of die European

JX>/
Patent Convention of 1973 that vas "transforned"

Into national Svedlsh lav

by extensive aaendnente of the Patent Statute (SFS 1978ll49) and by tone separate statutes. Including the lnportant Statute (SFS 1978:152) on the Jurla-

111

diction of Svedlah Courts In Certain Litigation on Patent Rights.

Section 2

of this Statute (SPS 1978]152) la a good example of tha basic principles deli/
scribed by Eekl

9/ Sweden, Rlksdagen, Constitutional Docuaenta of Sweden, The Inatrunant
of Covernncnt... (Stockholm, 1975 with 1978 Supplement).
10/ The need for such 'transformation" of the provisions to a lawfully
concluded InCernaclonal agreement to rake It part of the doaeatlc Svedlsh lava
Is explained In tha Engllah Suxnary ofi Sveden, Juatltledepartenentar,
Intarnstlonalla Overenskogaalsar och Svensk Rltt 19-26 (Stockhola, 1974).
(StaCens Offentllga Utrednlngar 197*1100).
11/ Lag (STS 19781152) on rvensk dotcstols behSrlghat 1 vlssa all pi
pstentrlttens oarfidc a.n.
12/

Translated by Dr. Finn Henrlksen.
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Sec. 2i Litigation described in section 1 (on the European
patent, may be litigated before a Swedish court If:
1.

the defendant la domiciled In Sweden;

2. the plaintiff Is domiciled in Sweden and the defendant
doe* not have hla domicile In any state that has ratified the
Convention [on the European Patent][ or
3. the parties have agreed In writing or verbally with
written confirmation that the courts of Svcden shall decide such
dispute.
•

III.

Eraployce Inventlona
A.

Domestic Svedloh Lav
Sweden, Vast Germany, and the other Scandinavian countries have a

type of statutes on the right to employee inventions that is unknown in the
United States.

Tho Svedlah expert Traderlk Neuaeyer vrote in 1963 a good

survey of The Lav of Ewployed Inventors in Kurop*, and his coverage of Denmark.

15/

and Sweden, especially, is still surprisingly current.

The Swedish Statute

(SFS 1949:345) on the Right to Employe* Inventions la available in a tranala-

11/

tlon that la practically up—to—date.

Of tha mandatory provlelon* In tba

Statute (I.e., provisions that cannot be waived by the partlea by contractual
agreement), aectlon 6V eubaectlon 1B especially, nay glva rlae to situations
of conflict of laws I

13/ United Stataa Senate, Comlttee on the Judiciary. Tha Lav of
HBployed Inventora In Europe (Washington, D.C., 1963). (Appendix II contains
copies of pages 1-3S covering Dennark and Sweden.)
1*/ International Labour Office.fcar,leletlTaSerlea 1949 at 6, "Sweden."
(Appendil III)
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Sac. 6, aubaoc. It An eaployee for whoa the employer,
either In accordance with th« Statute or otherwise, act* wholly
or In part as an assigno* with respect to to Invention shall b«
entitled to reasonable condensation, regardless of vhat aay have
been agreed oo before the Inventloo was cade.
Useful background Information on Che Swedlah law on employe* Inventions nay also be found in an analysis of W>et Ccrean lavs on theae sattera
recently done by Dr. Edith Palmer.

While the Vest Ceroan and Swedish stat-

utes on the right to employee inventions are far fron being identical, they do
belong to the aaae general type of statutes when coctpared to the laws of the
16/
United States. For instance, Dr. Palmer's statexnt
"that according to
prevailing C^rtcan views the law on eaployee inventlona pertain to labor lav
and not to the lav of Industrial property" is even core true when applied to
the pravalling Swedish view of the Statute (SFS 1949i345) on the Right to
Eaployee Inventions*
B.

Svedlah Private International Law
Tho Swedish concept of the Statute (SFS 1949:345) on the Right to

Employee Inventlona as a labor protection statute, rather than one on industrial property lav, is an important one because it la well established in
Sweden that labor protection lavs apply to all work done within the Swedish
territory.

Moreover, it Is established that the mandatory provisions In

labor protection statutes have superiority over otherwise valid contractual
agreements in cDploynant contracts.

15/ C* Fal»«r, Llaltations lioposad on Patent Sharing Agroemanta by the
Eaployee Inventions Laws of the Federal Republic of Germany« Typewritten
raport prepared for Che Library ot Congrass, Law Library. June 1980.
16/

Id. at 6.
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Danish Professor Cle Lando has surveyed the laws on labor protection
In this broad neaaing In a rocent article "Arbejdiforhold og International
"Prlvatret; eo Rctsssraoenllgnende Und«rsogclae~ (£eploynont Conditions and
International Private Law; a Cooperative Law Study).

Pron Lando's descrip-

tion of Swedish law ou pages 28-30, It appears that there are very few
reported Swedish court decisions In this broad field, none of then dealing
with etaployee Inventions, and that the Swedish literature on conflict of laws
does not give ouch guidance.

It appears further fron Lando's conclusions on

pages 43—4* that he finds It r&asoiuble to apply aasdatory labor protection
law provisions lo a narrow sense, such as provisions on work hours, safety,
and health, to all enployees In the territory, regardless of poaslbly contrary
provisions In their eoploynent-contracta under private law.

But he does not

find It reasonable to disregard provisions In foreign employment contracts In
a sltustlon where a foreign employee has been sant by his foreign, employer to
Dennarfc. or Sweden for a specific assignment or for a llixited period of tine
sleply because provisions I D the foreign contract-nay be contrary to uuidatory
provisions In statutes that pursue broad social goals such a* provision* on
dismissals,'MlnlnuK wages, clause* not to cocpece, or codotermlnatlon.
Lando's argument that the statutes on the right to Inventions by
employees are statutes that pursue broad social goals rather than labor protection In a narrow senae la a convincing one, and In a hypothetical proceeding

2373
18/
before a Swedish Court,

In all likelihood the Sv«dieh Labor Court, it

could well be used oe an argument.

However, opposing counael would probably

argue that the principle of the superiority of the aandatory labor law provision over othervlsa lawful agreement• between the partita in employment con—
tracta under private law la veil-established In Svedan; furthermore, the
recent European Patent Convention of 1973 has directly confirmed that mandatory provisions in the statutes on right to inventions by employees do have
superiority over contrary provisions in foreign employment contracts.
The relevant provisions behind this argument are Article 60 (1) of
the European Patent Convention of 1973 and Articles 4 and 5 in the Protocol
19/
on Jurisdiction and the Recognition of Decisions attached to the Convention.
Theae provisions state:
Art. 60.

Right to a European patent.

(1) The right to a European patent shall belong to the
inventor or hie successor in title. If the inventor Is an
ecployee the right Co Che European patent shall be determined
in accordance with ch« lav of the State in vhich the anployee
Is nalnly employed; if the State In which the enployee is
mainly employed cannot be determined, the law to be applied
shall be that of the State In which the enployer has his place
of business to which the employee is attached.

18/ 0. Bernlte, L. Pehrson, and C. Sandgren, Industlellc Rflttaakydd 3*
(Stockholn, 1974).
19/ Comerclal Clearing House, 2 Coeaoo Market Reporter, sacs* 5564 and
S790dHf (1978- ) . (tooseleef Service)
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Art. *.

|Inventton of enployee].

Subject to Article 5, If the subject batter of a European
patent application Is the Invention of an employee, the courts
of the Contracting State, If any, whose lav determines the
right to the European patent pursuant to Article 60, paragraph 1, cecond sentence, of the Convention, shall have exclusive Jurisdiction over proceedings betveeo the employee and the
enrnloyer.
Art. 5.

[Agreements betveen parties 1.

(1) If the parties to a dispute concerning the right to
the grant of a European patent have concluded an agreement,
either In writing or verbally with written confirmation, to the
effect that a court or the courts of a particular Contracting
State shall decide on such a dispute, the court or courts of
that State shall have exclusive Jurisdiction.
(2) [lowever, if the parties are an employee and his
eitployer, paragraph 1 shall apply only In no far as the national
law governing' the contract of employnenC allows the agreement in
question.
20/
The Swedish statutory provisions that "transform"
the quoted
treaty provisions into national Swedish law are sections 3 and A of the Statute (SFS 1978(152) on the Jurisdiction of Svadiah Courts In Certain Litigation
21/
on Patent Rightst
Sec. 3i Regardless of the provisions in section 2, the
Swedish courts shall have Jurisdiction over litigation described
In section 1 [on the European patent] that deals with Inventions
inade by employees and involves a dispute between employer and
enployee, provided that!
1*

the enployee was mainly employed In Sweden whan the
invention was made or, If it cannot be determined where
he was mainly employed, that tbe employer had a place of
business in Sweden to which the employee was attached; tor]

20/

Supra note 10.

21/

Translated by Dr. flnn Kenrlkaen.
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2.

the parties have agreed In writing or verbally with
written confirmation to the effect that the courts
of Sweden shall decide such dispute, and that such
agreement Is lawful under the laws of the state that
are applicable to the agreeoent on employment.

If Swedish law is applicable to the agreement on ecployctent, an agreement between employer and eeployee to the effect
that a foreign court shall decide such disputes [on employee
inventlone] is void.
Sec. *i Swedish law shall be applied to litigation that
is before a Swedish court in accordance with section 3, eub—
section 1, No. 1.
If a Swedish court cakes Jurisdiction In accordance with
section 3, subsection 1> No. 2, the dispute shall be decided in
accordance with the laws of the state where the employee was
nalnly employed when the invention wet oade or, if it cannot be
determined where he was mainly employed, where the employer had
a place of business to which the employee was attached.
These provisions would not apply directly to a U.S. inventor actinj
in Swedan because the United States haa not ratified the European Patent Convention of 1973, and the solution offered by this Swedish international or
regional European agreement aeana not to be a particularly advantageous one
fron the U.S. point of view.

Nevertheless, Che statutory provisions nay have

an indirect effect in the sense that a Swedish court probably would be reluctant to grant s o n protection to the provisions In a U.S. investor's aaploy—
trent contract with his U.S. employer than it could grant under the Convention
to, say, the provisions in a French inventor's enq>loynent contract with his
French employer.

The statutory provisions nay also make It easier for a

Swedish court to apply Che More liberal practice suggested by Ole Lando if in
employed U.S. Inventor oade an invention in Sweden without being nalnly

2376
employed in Sweden and provided t h a t h i s emplpyer did not have a place of
business in Sweden to which t h i s employed inventor was a t t a c h e d .

Prepared by Dr. Finn Henrtksen
Senior Legal S p e c i a l i s t
European Law D i v i s i o n
Law Library, Library of Congress
September 1981

ADDENDUM

The above report i s s t i l l reasonably u p - t o - d a t e and i s , a s I n d i cated on page 6 above, r e p r e s e n t a t i v e of the Scandinavian r e g i o n .

Norwegian

S t a t u t e No. 21 of April 17, 1970, on Employee Inventions i s a v a i l a b l e In
22/
translation,
but no t r a n s l a t i o n of the corresponding Danish S t a t u t e
No. 142 of April 29, 1955, on Employee Inventions has been found. A Swell/
d i s h Royal Commission in 1980
suggested i n c r e a s i n g an employer's p o s s i b i l i t i e s of a c q u i r i n g a l l the l e g a l r i g h t s of i n v e n t i o n s made by h i s employers,
24/
a s described In the E n g l i s h summary of the Commission's r e p o r t .
This

2 2 / I n t e r n a t i o n a l Labour O f f i c e , L e f i l s l a t l v e S e r i e s 1970 a t 3 , UNorway.M
(Appendix IV)
2 3 / Sweden, J u s t l t i e d e p a r t e m e n t e t , A r b e t s t a g e r e s Uppflnnlngar (Stockholm,
1980)7" ( S t a t e n s O f f e n t l l g a Uttredningar 1 9 8 0 : 4 2 ) .
24/

I d . a t 17-21.

(Appendix V)
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proposal was strongly criticized, however, and It has not been passed by the
Swedish Parliament.

Updated by Dr. Finn Henrlksen
June L983
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tBXDD 13S0&CM

,MV ?B)T9fflatttefa—we-j—r -Tar*** - . .
M « • •

:^&*&*me!am*mmmtBm*mmamTmm

Ja», ««d*T. *a bspllad turn l a taa contract a f carrlea,

aaytalaa; prodaoad ay *a aaploy** l a tit* eoara* o f h i s «aplnj—lit "by t a *
atr*a«ta o f hla m

or ta* s k i l l of hla hsad at too aaarcls* of k U

y
laraatlws faaaUy t*a«aa*)] ta* ywyajty, of hla aaplayar."

Noraoiw,

th* oaplogrtr vaa a l s o oocaldarad to hara too rl«ht to r*oalr* tit* m l p u r t
of any laraatloa sad* hy *a aaploy** outalda th* sours* of amployaaat. Th*
striata*** *f teas* rula* *as l a practlc* nltlsatod by the pajaaut of
n gratia ravarda for t a * laTcntioaa.

th* f i r s t statutory attoapt to trsat

sn aaploy** laraator ta* opportunity t o occur* • Just and aosltaBl* ahara
of taa baaaflt raeairad ay ta* *aployer froa th* oaa of th* patant ras
rontalinA l a t a * Patent Act, 1$*9.

>h* sactlon, bovarar, vaa badly

draftad and l a ta* rsry f i r s t oaa* brought uadar I t , I t vaa (Iran a s t r i c t
statutory Interpretation and bald that to* caployea vaa sntltlad t o bo
foapansatod only I f a* had a l a s a l latarast l a ta* bansflt of t a * patant.

il

81aa* that happaas only l a a fa* lastaaeas, to* aaploya* Investor continued
to raaaln unentitled to say ooayaiisstlfln aa a natter of rlaht.
D M lasaa *f f a i r aoapanaatloa for ta* aaploya* laraator «as
addraasa* In, JSTB_Uy * eaaadfcto* appolntod to axcaln* ta* patant systea.
y

Bterllac toalaMrlac Co. r . ratcbstt, t l 9 » ) A.C. 53*. 5*» (H.L.).

H

1 2 . 13 a 1* Ooo. 6 . ah. 67, i $6.

3/

StoxUas antfaaarlae Co. r . Patcaatt, tl95J) A.C. 53* ( I J M ) .

45-025

0 - 8 5 - 3 1

.
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B * e o n d t t e e n i nrged t o reeonamd the adoption of a eoapaasatiea
a^'^oalMBVaUlnvtlaaYBjayijasv^y'fBfwM^^HnBT*

3s i t s reporsi howrer« the

eoandttee rejected tha aehaaa on tha crowd that there was no evidence of
tha unfair treatatat of employee Inventors,

tha eaaaittee did propose

though that any contractual clauses depriving an eapleyee of any rights
t o an Invention t o vhleh ha vould have bean otherwise entitled ahowl be
prohibited*

the e o n l t t e e ' e position oa tha ahsoBoa of m f a l r treetaest

of tha employee inrantor vas rebutted by the Institute of Patentees and
Inventors l a a paper documenting easea In vhlah they had been badly treated,
eventually, a conproalse vaa reaehed end a statutory eoBpeasation aeheae was
eatabllshed by the Patent Act, 1977.
The 1977 i o t
A. Ownership of eoployee inventions
Section 39 of the Act codlflee the caanco lav of ownerahlp of
esailoyee Inventions.

An Invention v l l l belong t o aa employer, i f i t la

•ode l a the eourae of the enployee's normal dutlea of In the eoarae of
duties specifically assigned t o aim, and the elrewasteaoea la each ease
were such that aa invention night reasonably be expected to result.
flection » ( l ) ( b ) prorldea that aa laTentioa w i l l also belong
t o the employer If an eaployee-haa sade I t la the ootarae of his caploynent
and had the clad of responsibility vhlah lspesed e special obligation to

k/

ch. 37. 58 39-^3.

A eopy la attached.
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felt*

V
farther tba eapleyar'e undertaking. Tola.subsection la Assigns il to
lapxSncnT^ertsooniarnlngaonsultante and parsons vbo eve the caployer's
altar a«o aa laid dawn In prairlqua c u t lav.
All othar InTantlosa ere declared by section 39(2) to belong
to tba employe*. Section «2 laplenenta tba proposal prohibiting say
contractual t a n granting any right to an aaplcgner tba* vould otherwise
•along to an employe*. Snob terms ara made unenforceable. Iht affected
taraa ara tboaa tbat ara made before tba larantlon la completed. Thus
any agreement conferring ovoerahlp on tba employer of aa Invention
belonging to tba employe* under aeotlon 39 vlll not ba affected. Saetlon k2
appllaa to all employeea lsaludlng government workers. This la a slgnlfleant departure fron tinaann lav rulaa undar vbleb government workara vara
required to aaalgn tbelr right* to tba government In expectation of an
ax gratia payment. In order to aTold tba difficulties vbleh •ay arise In
cases in vbleb an employee'a invention uaes eonfldantlal Information
belonging to an employer, saetlon Va la not to ba eonatrasd aa derogating
from any duty of eonfldentlalltj oved by an employe*.
B. Compensation Bcbaass (aaotlona fco, »l)
An employee making an Invention the patent of vbleb belongs to
his employer Is entitled to receive eonpansatlon IfI
1) tba patent la of outstanding benefit to tba employer, and
S) It la Just that eonpansatlen should be paid.

2/ Vorthlngton runplsg Engine Co. v. Moore, CO Beporta of Patents
Daalgaa and Trademarks Cases "»1 (Cb. 1903)i British Syphon Co. v, ~
[1956] 1 V.L.1. 1190 (Ok.).
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-___,

The aaooat to, be paid la doterartnajfl by the Conptrollar Pattern!

offataata, Deslnna and T i i ^ f c r t i w a eonrt, based on the follaviag
factors •uenllad In section HlMl
1) tha nature of tha eanjjaree'e duties and tha benefits
ha haa derived from hla ennlojer and tha isn^ttloatf
if:; •''

S) tha extent to vblttb. tha enslave* devoted hla efforts
and skill la asking tha Insentient
3) tha contribution . aade tj felloe- savior***, and
a) the contribution of the employer by vay of advice,
tha provision of facilities, etc. la tha neklng,
development and working of tha Invention.
Under section W0(2) oonpansatlon la alao payable to aa employee
la e w i where he owns tha patent to aa Invention, if h* can ahov that)
1) the patent rights have bean assigned to the employer,
S) he la receiving inadequate benefit la comparison to that
being received by the employer, and
3) la view of the above. It la Just that ha ahonld receive
additional compensation.
Tha faetore to be taken into consideration for compensation la
these eases are stated la section »l(5) aa followsi
1) any conditions in the license,
2) the contribution of the employe* la the making of the
Invention, and
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3) tta eontrlbatloB of tta aaplayer la tta aaklac, darraleplac

Appllaatlon* farliaaj»imatloa ara 'gararaad ay tta"rat*at~Bala*r
X9T8.

3ba cnagiaaiaMrai aobana cam «a dlaplaoad by a labor acraaaent

and* ay a trad* valaa to vhlafc am aaaliyaa halnaja If tta agraaaaat la la
axlataaca at tta tlaa tka lavastlea «as and*, taara la BO prorlaloa that
tta acraaoaat' gtt» *«^aIW>«ttar coapoiiMtlaa totba '•apLoyaa'.' ' '
>fra*tto*o eoaearalag ovaarahlg of patont* and vhattar ixiyamation la daa aaa ba triad by tta Bl<h Court or apon a rafaraaaa to tta
Ooaptrollar.
Twylamantatloo of tta Act
Around tta tlaa of tta anactaast of tta Art, It waa prodletad
that baoaaaa of tta vary ataaral prlaalpla* for tta calculation of coapanaatlen, ttara aay ba a atron« laaptaHun an tta part of tta aaployoa to
litUata.

1/

In tta aaabar of yaara la vales, tta Aet haa baaa la affoet.

boaorar, ttara haa not baaa a alalia roportod eaaa vadar tta prorlalona
rt—ling vlth aaployaaa' laraatloaa.
Ia eoaparlaoa to tta aaat flaraaa aebaaa of mapaniatlan that la
aopportad by a cnaglaa aat of racoXatory caldallaoa and faraBla* valch

</ Tba Imtaat tala* 198S. 19&a Stat. Xaat. bo. 717. rulaa 60-&L. A
aopy la attaobod.
J/ J- « M i » r , a^ ? n r ^i» toraatloaa aad tta lataat* Act X9T7 t (1979).
tba ptrtfllnatloa haa asofal obarta oa tta oanarablp and aoapanaatlon of
laraatlaaa, a copy of vhleh la attaobod*
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granta aa aaplcpaa am itito—tla rl«ht t o eoaptnaattrai, tha British aehaaa
de«a n o j ^ r o l y • & $ * • oar* «B*aaj(tr,« w » tharaAnrtf-aaaaa rttaTy t h a t " ^
tha variable factors 1BTO1I«4 w i l l hart t o ha Aaalt with by tha eoart at
•oat ataoa.

Prepared by Xaral B. Shroff
Senior Xagal 8pa«lallat
ABarlean-Brltleh Low Btrlslan
IMM Library. Library of Coagrasa
Jnsa l?fi3

8/

V.B. Cornish, BgOoyxa' Hryantloas I P P>« Patanta Art 19TT.
OcOlaaa. Patant Cbafar—a* Papars. ad. H. Tictoria, at SO (19T8).

> Mary
Sssss.
KBS/nJa
6/22/83
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FEDERAL REPUBLIC OF GERMANY

In the Federal Republic of Germany, the Employee Inventions Law 1/
has been in effect for more than 25 years, and it is the general opinion of
industry and labor that the Law has been successfully implemented and has
proven beneficial to the German economy. 2/
The Importance of the Employee Inventions Law within the German
patent system can be assessed from the fact that between 80 and 90% of the
inventions jty made in Germany are employee inventions. V
enterprises, the percentage is even higher.

In larger

In enterprises with a sales

volume in excess of 250 million DM (Deutsche Marks), 97 to 982 of the patents held are employee inventions, whereas in smaller enterprises with a
sales volume below 10 million DM, only 49% of the patents held are employee
inventions. ^J

The lower percentage for smaller enterprises results partly

from the fact that the owners of these enterprises are themselves inventors
and partly from the fact that the employees of smaller firms often are not
.-ci'

J_/ Gesetz uber Arbeitnehmerefindungen [ArbnErfG] vom 25. Juli 1957,
Bundesgesetzblatt [BGB1., official law gazette of the Federal Republic of
Germany] I, p. 756, as amended by Gesetz vom 4. September 1967, BGB1. I,
p. 953. An English translation from 11 Industrial Property 226 (1972) is
included as Appendix I, together with the Directives on the Compensation
for Employees' Inventions, id. at 233. Included as Appendix II is an
article by H. Schade entitled "Employees' Inventions — Law and Practice in
the Federal Republic of Germany," id. at 249.
y
See Appendix II, at 254; GBtz Hartung, Die Vergutung der Verbesserungsvorschlage 1 (KSln, 1979).
3/ The detailed rules on compensation for employee inventions in the
ArbnErfG apply to those that can be protected by patent or as utility
models. The Law also contains some rudimentary rules on compensation for
other innovative proposals.
V

G. Schaub, Arbeitsrechts-Handbuch 608 (Mttnchen, 1980).

V
K. Grefermann, "Patentwesen und technischer Fortschritt," in Hundert
Jahre Patentamt 42 (Munchen, 1977).

2393
FBC - 2

sufficiently aware of their rights. The substantial degree of compliance
with the Employee Inventions Law can be ascribed to Its mandatory nature.
As stated In section 22, the provisions of the Law cannot be changed to the
detriment of the employee by an employment contract or collective agreement.
The Employee Inventions Law promotes technological progress in two
ways.

First, the expectation of reaping sizable financial benefits and

personal recognition from an invention is an incentive that spurs employees
on to greater efforts; 6/ second, since the Law has the effect that most
inventions actually are patented, the ensuing publicity of the patent
application creates an impetus for further research and speeds up the
development of new technologies, fj
An empirical study undertaken in Germany in the early 1970s shows
that in the most patent-intensive industries (chemical, electrotechnologic,
and mechanical engineering) only 5Z of the inventions that can be patented
are kept secret; all others are patented.

The study also shows that the

Employee Inventions Law is one of the major factors that encourages patent
applications.

Although the rule requiring the employer to apply for a

patent for a claimed service Invention permits of certain exceptions
(sec. 13 of the Law), the employer in most cases is faced with the choice of
either releasing the invention to the employee or of applying for a
patent, jty

£/

Id. at 49.

11 Ifo-Instltut fur Hirtschaftsforschung, 1 Patentwesen und technischer
Tortschrltt 45 (GSttingen, 1974).
Jty

Supra not* 5 at 41.
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Although the Employee Inventions Law places the German Industry at
a competitive disadvantage in comparison with the industries of other countries £/ (none of which are by law subjected to as far-reaching an obligation of compensation to its employees 10/) and although this Law creates
frictions for German enterprises engaging in joint ventures with foreign
firms, H / German industry, nevertheless, has a very positive attitude
toward the Employee Inventions Law.

This can be seen, for Instance, from a

statement made in 1979 by the Employee Inventions Committee of the Federal
Organization of Employer Associations.

In discussing the possibility of

unifying employee inventions law within the European Communities, the Committee expressed the hope that unification would not lead to changes in the
German law to the detriment of the balance inherent in the German system. 12/
Employee inventions law is a complicated subject matter, as can be
expected from its position at the crossroads between labor law and patent
law.

Among the difficult issues that must be resolved in each case is the

adequacy of compensation for a claimed service invention.

These computa-

tions are usually made by reference to the Guidelines of 1959. 13/ in

'/
W. Kremnitz, Das Arbeitnehmererflnderrecht in der Praxis des
Unternehmers 1 (KSln, 1977).
10/

H. Schade, "Arbeitnehmererfindungen," 28 Recht der Arbeit 159 (1975).

11/ E. Schippel, "Die Grenzen der Parteiautonomie im Internationalen
Arbeitsvertragsrecht und die Arbeitnehmererfindung," 62 Mltteilungen der
deutschen Patentanwalte 229 (1971),
l^/ Jahresberlcht der Bundesverelnlgung der Deutschen Arbeitgeberverbande 33 (1979).
See Appendix I.

ft
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essence, compensation depends on the "invention value" and the "participation factor."

The latter represents the ratio between the employee's

achievement as compared to the resources provided by the enterprise. In
assessing the invention value, a license analogy is often used.

In

determining the participation factor, many circumstances are taken into
account by a point system, such as the initiative of the inventor, his
employment duties, and the resources, expertise, and assumption of the risk
provided by the enterprise.

In practice, the participation factor may lead

to awarding the employee 13 to 211 of the amount that would be payable to
an independent inventor. 14/ Although the Guidelines are complex and have
in some instances been further developed by the Arbitration Board, their
application, in practice, has worked out well. 15/

i n larger enterprises,

the compensation calculations, as well as the other paperwork required by
the Law, are handled routinely by experienced patent departments. 16/
The Arbitration Board has played an important role in the successful implementation of the Law.

The submission of disputes to the Arbitra-

tion Board before resorting to judicial recourse has the effect that less
of an adversary relationship is created between employer and employee.
However, the statutory provisions are flexible enough to permit the parties
to forego arbitration if they feel that an amicable settlement cannot be

1*/

See Appendix II

15/ These percentages have been awarded In arbitrated settlements. In
undisputed cases, the percentage for the participation factor may be somewhat lower: E. Reimer, Das Recht der Arbeltnehmererflndungen 327 (Berlin,
1975).
16/

Supra note 10 and B. Johanneson, Arbeltnehmererflndungen 65 (Welnheim,

1979).
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reached.

The Arbitration Board, however, Is called upon In most disputes

because It enjoys a great deal of authority and respect because of Its
objectivity, realistic attitude, and technical and legal expertise. 17/
Host employee inventions are compensated without controversy, as
can be seen from the statistics of the Patent Office. During the period
from 1957 to 1981, the Arbitration Board in Munich was invoked in 1,730
cases; it proposed 1,073 settlements, 763 of which were accepted.

In

1981, 72 applications were received, and 65 proceedings were pending at the
end of the year.

These figures have to be viewed within the context of the

patent and utility model statistics:

in 1981, 49,002 patent applications

and 36,333 utility model applications were received by the German Patent
Office; of these, 64Z of the patent applications and 79Z of the utility
model applications were submitted by German applicants. 18/
The Employee Inventions Law has generated a large body of legal
literature and case law, and these developments have served to provide uniformity and legal certainty in the interpretation of the Law.

Some minor

problems persist, however, and some proposals for reform have been made. 19/
Among these problems are the observation that employees In smaller firms
are sometimes not aware of their rights or do not pursue them; 20/ also, the

}V

Id. at 102.

18/ Deutsches Patentamt, Jahresbericht 1981. Another Arbitration Board
operates in Berlin. On the average, it handles 2-5 cases per year.
19/ H. Banner, "Die Behandlung der ru elnem geltend zu machenden Honopol
fQhrenden Arbeltsergebnisse von Arbeitaehmera — Das ArbEG, vie es 1st
und wie es sein musste," Gewerblicher Rechtsschutz und Urheberrecht 91
(1983). ;
J£/

See Appendix II.
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Institution of a limited claim to the invention by the employer has not
proven successful In practice. 21/

Furthermore, employers have recently

suggested that many of the so-called "reserve patents" lack usability and
therefore should not be compensated. 22/

on balance, however, the Law on

Employee Inventions has been successfully Implemented and has made a significant contribution to technological progress in the Federal Republic.
Moreover, a curtailment of the compensation benefits granted to employee
inventors would not be politically feasible and is therefore not contemplated by anyone.

Prepared by Dr. Edith Palmer
Senior Legal Specialist
European Law Division
Law Library, Library of Congress
June 1983

21

/

Supra note 9, at 13-19.

22/ Jahresberlcht der Bundesverelnigung der Deutschen Arbeitgeberverbande
30 (1980).
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ARTICLE 8.

| 28U.

OBLIGATIONS OF EMPLOYEE

Enforcememt of contract to render personal service; tine limit

Lew Review Comnentwfcs
Emancipation of professional athletes. Lionel S. Sood
(1976) 3 WesLSt.UL.Rev. 183.
Employee emancipation: Seven-year itch under this
section. Henry 1. Bushkin and Rauer L_ Meyer (1981)
56 S. Bar J. 20.

Statutory minimum compensation and the griming of
injunctive relief to enforce personal service contracts in
the entertainment industries. (1979) 32 SOXJLLLR. 489.
The use of negative covenants in employment contracts: Resolving conflict between employer's desire to
prevent abuse of valuable trade information and relationships and personal freedom and mobility of employees.
(1972) 47 S. Bar J. 318.

$ 2856L Compliance with employer's directions
Notes of Decisions
I. In general
Trial court's deterrnuotion that demoted employee's
refusal to comply with her employer's order to train her
new successor and superior was reasonable possessed
substantial evidentiary support, and the court of appeal
would not reinstate determination of the unemployment
insurance agency that instruction was reasonable and
employee was guilty of misconduct in refusing to comply,
even though the latter had equal evidentiary support
Lacy v. California Unemployment Ins. Appeals Bd.
(1971) 93 CalRptr. 366, 17 CA.34 1128.
§ 2860.

Ownership of things acquired by virtue o f employment

Law Review Co—ncntarki
Guarding against unfair competition and business piracy through preventive law. Allan Browne (1973) 31 Los
Angeles Bar J. 133.

Notes of Decisions

I. In general
' Performances of radio station's former mascot, who
appeared in chicken suit developed by the station but
who developed his own changing routine of antics, was
not engaged in radio broadcasting, for purpose of injunctive relief, as his performances were too fluid and changing to be a servicemark of some other service, such as
broadcasting, and they could not be owned by anyone.
ARTICLE 3.5.
Sec
2870.
2871.
2872.

2. Compliance with orders
In absence of any evidence as to why employee's beard
was objectionable to employer for whom employee
served as assistant manager of pizza parlor, employee's
constitutional right was infringed by employer when employer told employee that he was fired unless he would
shave off his beard and employee requested that he be
allowed to work his shift and defer decision about beard
until next day and such request was refused and employee was not allowed to continue working. Thornton v.
Department of Human Resources Development (1973)
107 CaLRptr. 892, 32 C A J d 18a

other than pursuant to a valid contract. KGB, Inc. v.
Giannoulas (1980) 164 Cal.Rptr. 371, 104 C A J d 844.
6. Competition by former employees
Although contract whereby defendant was employed to
appear as radio station mascot dressed in chicken costume provided that costume, concept and the "KGB
chicken™ were exclusive property of the station and that
the chicken was a registered trade name and valid copy*
right and that the employee would not take any action
inconsistent therewith and although contract provided
that any ideas developed during ernployment were property of the station, such did not create a contractual
monopoly of all appearances by the employee in any
chicken costume following employment, especially in a
costume not bearing the station's logo or coloration,
KGB, Inc. v. Giannoulas (1980) 164 CaLRptr. 571, 104
C A J d 844.

INVENTIONS MADE BY A N EMPLOYEE

Employment agreements; assignment of rights.
Conditions of employment or continued employment; disclosure of inventions.
Notice to employee; burden of proof.
Article

2870.

3.5 was added by Stats.1979,

c 1001, p. 3401, § I

Employment agreements; assignment of rights

A n y provision in an employment agreement which provides that an employee shall assign or offer to
assign any of his or her rights in an invention to his or her employer shall not apply to an invention
for which no equipment, supplies, facility, or trade secret information of the employer was used and
which was developed entirely on the employee's own time, and (a) which does not relate (1) to the
business of the employer or (2) to the employer's actual or demonstrably anticipated research or
Underline indicates c h a n g e s or additions by a m e n d m e n t
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LABOR CODE

§ 2922

development, or (b) which does not result from any work performed by the employee for the employer.
Any provision which purports to apply to such an invention is to that extent against the public policy
of this state and is to that extent void and unenforceable.
(Added by Stata.1979, c. 1001, p. 3401, § 1.)
library References
Master and Servant «=»61
CJ.S. Master and Servant §§ 73, 74.
§ 2871. Condition of employment or continued employment; disclosure of inventions
No employer shall require a provision made void and unenforceable by Section 2870 as a condition of
employment or continued employment Nothing in this article shall be construed to forbid or restrict
the right of an employer to provide in contracts of employment for disclosure, provided that any such
disclosures be received in confidence, of all of the employee's inventions made solely or jointly with
others during the term of his or her employment, a review process by the employer to determine such
issues as may arise, and for full title to certain patents and inventions to be in the United States, as
required by contracts between the employer and the United States or any of its agencies.
(Added by Stata.1979, c 1001, p. 3401, § 1.)
library References
Master and Servant *=»61
CJ.S. Master and Servant §5 73, 74.
§ 2872. Notice to employee; burden of proof
If an employment agreement entered into after January 1,1980, contains a provision requiring the
employee to assign or offer to assign any of his or her rights in any invention to his or her employer,
the employer must also, at the time the agreement is made, provide a written notification to the
employee that the agreement does not apply to an invention which qualifies fully under the provisions
of Section 2870. In any suit or action arising thereunder, the burden of proof shall be on the employee
claiming the benefits of its provisions. . . .
'
(Added by Stata.1979, c. 1001, p. 3401, j 1.)
library References
Master and Servant *»3(l).
CJ.S Master and Servant § 6.

.

ARTICLE 4. TERMINATION OF EMPLOYMENT
Sec
2929. "Garnishment", wages, defined; prohibition against discharge for threat of garnishment or for
garnishment for payment of one judgment
§ 2921. Notice of death or incapacity of employer
Notes of' Decisions
1. In general
Because of its personal andfiduciarycharacter, agency
to sell real estate on behalf of owner is terminated by the

. . .

death of or renunciation by the agent, or by the death of
or revocation by the principal, unless the agent has an
interest in the subject of the agency. Charles V. Webster
Real Estate v. Rictad (1971) 98 CaLRptr. 559, 21
CA.3d 6IZ

§ 2922. Termination at will upon notice; employment for a specified term
An employment, having no specified term, may be terminated at the will of either party on notice to
the other. * * * Employment for a specified term means an employment for a period greater than
one month.
(Amended by Stata.1971, e. 1580, p. 3186, 5 1; Stats.1971, c. 1607, p. 3159. J 2.)
Asterisks * * * indicate deletions by amendment
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