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Legal Context, U.S. patent law:

1) One year grace period for inventors.

2) U.S law is “first to invent” (not first to file).

3) Inventors must sign declaration of inventorship.
(institution/employer cannot prosecute to issuance without
inventor cooperation.)

4) Default assignee (owner) is the inventor. Action must be
taken to assign to an institution.

(1), (2), (3), (4) favor individual inventors, (1), (2) favor academic
institutions (Yes, and lawyers too if priority date is litigated!)



Legal Context, U.S. securities law, tax law, bankruptcy law:

1) Securities law: Stock can be sold before the company is
profitable

2) Tax Law:
(a) Profit from sale of founder’s stock taxed at same rate

as any income, and capital gain’s tax often lower than
regular income tax.

(b) No tax consequences to an increase in value of the
stock until after the stock is sold.

3) Bankruptcy law: No personal consequences to being
associated with a failed company.

(1), (2), (3) favor entrepreneurship (and entrepreneurial faculty!)



Legal Context, employment law:

See “The Ownership Of University Inventions”, by B. Jean Weidemier
Journal of the Association of University Technology Managers, Volume IV (on the web,
www.autm.net, “Journal”, “Volume IV”.

Employees of companies are “hired to invent”, and the law says that their
employers own their inventions. (For profit companies require employees
to agree to assign all their inventions to the company as a condition of
employment anyway!.)

Professors probably do not fall under the same law. They are hired to
teach, and to do research which may, or may not lead to inventions.

Universities need to have researchers explicitly agree to assign inventions
made with significant use of university funds or facilities.

•U.S. employment law + U.S. patent law = assignment of inventions a very
important policy matter.



U.S. Legal Changes since 1980: Bayh-Dole

Bayh-Dole, U.S.C. 200-212, relates to inventions made with federal research $

35 U.S. C. §200 Policy and Objectives
It is the policy and objective of the Congress to use the patent system to
promote the utilization of inventions arising from federally supported
research or development; ...and to protect the public against the nonuse or
unreasonable use of inventions...

• Federal Contractor can elect title

• The worst thing that can happen to a publicly funded invention is nothing



U.S. Legal Changes since 1980: Stevenson-Wydler, relates to inventions owned, not
just funded by the Federal Government

P.L. 96-480 , required federal laboratories to proactively
interact with industry, but

• Public notice period of unspecified length required before
license can be granted

• Severe restrictions on exclusivity, even if invention is partly
funded by licensee

• Licensor may terminate if, in its judgement, licensee is not
taking effective steps to achieve practical application of
invention.



P.L. 99-502 (1986) , P.L. 101-189 (1989) , etc…, most recently H.R. 209 (fall, 2000)
passed the House of Representatives, but not yet the Senate.

Aim to make law for federally owned inventions more similar to
law for federally funded inventions.

•  15 Day Public Notice Period

• Inventions made with industrial funding at a federally owned
laboratory treated similarly to how they would be treated under
Bayh-Dole



U.S AUTM Member Policy and Practice Changes over 2+ decades:

•AUTM members adopted/revised policies.

• Committees which make patent policy (ownership of
inventions, conflict of interest rules) separated more from
offices which negotiate licenses agreements.

• Offices which negotiated sponsored research agreements
separated more from offices which negotiate license
agreements. (This is important, as there is sometimes shortsighted
pressure to agree to sponsored research agreements under
unfavorable terms.)



U.S AUTM Member Policy and Practice Changes over 2+ decades:

In 1977 about 1/2 of U.S. Universities * granted title to industrial
sponsors of research, and ½ granted licenses (non-exclusive
licenses, presumably with minimal diligence, exclusive
licenses with diligence).

Now virtually all U.S. Universities do NOT grant title to
industrial sponsors of research and do grant non-exclusive
licenses, typically with minimal diligence, and exclusive
licenses with diligence.

New problem: Pressure to “pre-sell”, or agree in advance to
very favorable license terms with large industrial sponsors.

* Studies conducted by Fred Erbisch, Ph.D, retired Director of the Technology Tranfer Office of Michigan State
Unviversity, in 1977 for the Society of University Patent Administrators, and in 1984 for the Association of University
Technology Managers



U.S AUTM Member Policy and Practice Changes over 2+ decades: Conflict of
Interest Policies better defined.

For example, since 1989, at MIT, inventors agree, in writing,
that:

• That they won’t accept research grants from this company.

• That at M.I.T., they won’t use students at all to do research and
development on behalf of the company.

• That they won’t prevent or delay publication of their scientific
results.

• That they will hire students for a job at the company only in
accordance with M.I.T. policy (which means in this case, after
discussing it with their department head.)



See http://web.mit.edu/newsoffice/tt/2000/jan26/conflict.html

WEDNESDAY, JANUARY 26, 2000

Academic Council adopts more explicit conflict of interest guidelines
In his most recent annual report, President Charles Vest noted that MIT has worked hard during the last few years to develop strong and appropriate…

Equity Ownership in Companies: Conflicts most commonly arise when a new company licenses MIT intellectual property, but can also
occur when MIT intellectual property is not involved.

During the time that companies are still privately held, managers and supervisors, including supervisors of students, should not invest personally or
own stock in business ventures of their subordinates or students, since there is a conflict of interest between the manager's supervision of the student or
subordinate (e.g., assigning grades, approving promotions, determining salary levels, allocating space, etc.) and the manager's business partnership with
the student or subordinate.

Faculty -- particularly department heads and laboratory/center directors -- have a special responsibility with respect to questions of determining
ownership of intellectual property from research by investigators whom they supervise. All faculty and staff should weigh carefully their and the
inventor's obligations to MIT in deciding whether the invention falls under MIT ownership. It is a direct conflict if a faculty member, department head
or laboratory/center director responsible for determining the ownership of intellectual property intends to invest in or be a co-founder of a company
with the inventor.

It is a conflict for an investigator/inventor to negotiate with MIT regarding the terms of a license before the
matter of ownership has been definitively resolved. Faculty and staff who are founding companies should not personally negotiate
the licensing terms with MIT. An attorney or a company executive with no connection to MIT should be appointed for this task.

Faculty and staff who own equity in a company should not attempt to influence the licensing terms that MIT offers to the company.

Selected Outcomes (1999 AUTM Survey):



•  Over 417 new products were introduced in FY 1999.

•  At least 344 new companies based on an academic discovery were
formed in FY 1999 (almost 3000 since 1980, nearly 2,000 operational)

•  Economic impact models show that in FY 1999, $40.9 billion of
economic activity can be attributed to the results of academic licensing,
supporting 270,900 jobs.

•  The business activity associated with sales of products is estimated to
generate about $5 billion in U.S. tax revenues at the federal, state, and
local levels (ref. 3).

•  18,617 licenses and options were active in FY 1999, up 9% from
17,088 in FY 1998. Licensees reported product sales from 25% of
these active agreements.

•  Adjusted gross license income $862M



Selected Challenges:

•Conflict of interest:

????What do you do if the Professor says he invented it in the
shower (with 3 other people)?

Written policies help.

• Pressure to accept industrially sponsored research under
very unfavorable terms (maybe even inconsistent with Federal
law!).

Explain to the faculty why it is not in their best interest to
accept research now at the expense of enforceable diligence.

Field of use licensing.



Selected Challenges:

•Soundbite publicity:

You only generated $826M in royalties with $16.8B in public
funding? What kind of ROI is that?!!!

and, at the same time…

Professors get rich off of federally funded research while
parents can’t afford medicine for their children.

Proactive public relations helps.


