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Lessons From Stanford

Law360, New York (August 23, 2011) -- Four Stanford University researchers invented a method for
guantifying Human Immunodeficiency Virus (“HIV”) in human blood samples.[1] Stanford applied for,
and received, three U.S. patents claiming the method (the “HIV detection patents”).[2] For nearly 20
years, Stanford University believed that it owned enforceable patent rights in the HIV detection method.
Stanford was wrong.

In the mid-1990s, Roche Molecular Systems and several related entities began manufacturing HIV
detection kits.[3] Today, Roche’s HIV test kits are used in hospitals and AIDS clinics worldwide.[4]
Stanford sued Roche, alleging that Roche’s HIV detection kits infringe the HIV detection patents.[5]
Earlier this year, the U.S. Supreme Court affirmed a lower court ruling that named inventor Mark
Holodniy, a Stanford employee, had never validly assigned his ownership interest in the HIV detection
patents to Stanford.[6] As a result, Stanford lacked standing to sue Roche and lost out on a chance to
recover millions of dollars in royalties.[7] In retrospect, Stanford could have avoided this outcome if it
had included some very simple language in its standard employee agreements.

Dr. Mark Holodniy was hired as a Research Fellow in Stanford’s Department of Infectious Disease in
1988.[8] At the outset of his employment, Dr. Holodniy signed a Copyright and Patent Agreement
(“CPA”) stating that he “agree[d] to assign” to Stanford his “right, title and interest in” inventions
resulting from his employment at the university.[9] Dr. Holodniy set out to develop an improved method
for quantifying HIV levels in patient blood samples.[10] The method would involve the use of the
polymerase chain reaction (“PCR”) to measure ribonucleic acid (“RNA”) from HIV in blood plasma.[11]

Dr. Holodniy performed some of his experiments off-site at Cetus, a California-based biotechnology
company that had pioneered PCR technology.[12] As a condition of gaining access to Cetus’s facilities,
Dr. Holodniy signed a Visitor’'s Confidentiality Agreement (“VCA”) stating that he “will assign and do[es]
hereby assign” to Cetus his “right, title, and interest in” inventions that he devised “as a consequence
of” his work at Cetus.[13] With the technical assistance of several Cetus employees, Dr. Holodniy
devised a method of quantifying HIV.[14]

After Dr. Holodniy concluded his work at Cetus, he and three other Stanford researchers tested and
refined the HIV measurement technique.[15] Over the next several years, Stanford filed the three patent
applications that led to the HIV detection patents.[16] Dr. Holodniy executed an assignment of his rights
in the applications to Stanford on May 4, 1995.[17]
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Roche acquired Cetus’s PCR-related assets in 1991 and ultimately commercialized a method of HIV
guantitation employing RNA assays.[18] Stanford sued Roche, alleging that Roche’s method of HIV
guantitation infringed the HIV detection patents.[19] The Federal Circuit ordered the district court to
dismiss Stanford’s lawsuit, finding that Stanford did not own Dr. Holodniy’s interest in the HIV detection
patents.[20]

The court held that Dr. Holodniy’s 1988 CPA with Stanford, in which Dr. Holodniy “agreed to assign” his
future inventions to Stanford, constituted a mere promise that Dr. Holodniy would assign his inventive
rights to Stanford at some undetermined future time; it did not immediately transfer title to
Stanford.[21] On the other hand, Dr. Holodniy’s 1989 VCA with Cetus, which provided that Dr. Holodniy
“does hereby assign” his future inventions to Cetus, effected a present assignment of Dr. Holodniy’s
future inventions to Cetus.[22]

Therefore, Dr. Holodniy retained no rights in the invention at the time of his 1995 executed assignment
to Stanford, and the executed assignment had no effect.[23] Without a valid assighment of Dr.
Holodniy’s interest in the HIV detection patents, Stanford lacked standing to sue Roche (or anyone else)
for patent infringement.[24]

Unfortunately, the pitfalls that compromised Stanford’s ownership of the HIV detection patents are not
unique to large research universities. Employees and contractors of corporations and small businesses
frequently also develop new inventions, expressive works and trademarks related to the businesses of
their employers.

Not surprisingly, businesses generally assume that they will acquire the intellectual property rights
stemming from these creations. Without careful planning, however, these businesses can miss out on
the benefits of such intellectual property rights. This article discusses several simple steps that
businesses can take to ensure that they enjoy the patent, copyright and trademark rights arising from
their investments.

Patents

In general, the individual inventor who discovers a useful invention or improvement owns the right to
apply for and obtain a patent on that invention.[25] This is true even when an employee (or contractor)
uses the time and resources of an employer to develop the invention.[26] In the employment context,
however, an employer and employee may alter this presumption by contract.[27] For example, an
employee may execute an express employment contract under which the employee assigns all patent
rights to the employer.[28]

Even absent an express contract of assignment, an employer may still claim title to an employee’s
inventive work if it can establish that the employee assigned her inventive rights to the employer in an
implied-in-fact contract.[29] Such implied-in-fact contracts generally arise in cases where the employer
specifically hired or directed the employee to make the invention at issue; that is, where the employee
was “employed to invent.”[30]

When the purpose for employment focuses on invention in this way, courts often find that the
employee’s salary constitutes full compensation for her inventive work and that the employee has
agreed to assign her inventive rights to the employer in return for that salary.[31]

While the establishment of such an implied-in-fact contract appears simple in theory, it can present
numerous pitfalls for employers. First, an employer claiming patent ownership based on an employee’s
“employment to invent” bears the burden of proof to establish the implied-in-fact contract.[32] Second,
implied-in-fact contracts are founded upon a meeting of the minds between the two parties.[33] Thus,
any evidence that the employee or independent contractor did not agree to assign her patent rights to
her employer can defeat the employer’s assertion that it is entitled to ownership of the patent.[34]



Given the difficulty of establishing patent ownership rights by an implied-in-fact contract under the
“employed to invent” theory, employers wishing to ensure clear patent ownership rights should define
their rights by express agreement with their employees. In many states, an employer can establish an
“agreement to assign” by including a properly-worded provision in an employee handbook.[35]

As the Stanford case demonstrates, however, an “agreement to assign” patent rights may not always be
enough. Therefore, employers should consider asking their employees to execute agreements
accomplishing a present assignment of patent rights by including a statement that the employee “does
hereby assign” his or her interest in inventions resulting from the employment to the employer. By
implementing such agreements, an employer can ensure that it owns enforceable patent rights in
inventions critical to its business.

Copyrights

In analogy to the Patent Act, the Copyright Act of 1976 vests initial copyright ownership in the author of
a work.[36] In most cases, the author of a work is the person who actually created the work by
“translat[ing] an idea into a fixed, tangible expression entitled to copyright protection.”[37] In the case
of an employment or independent contractor relationship, however, the person for whom the work was
prepared is considered the author of the work — and initial owner of the copyright — if the work
gualifies as a “work made for hire.”[38]

Therefore, employers may acquire ownership of their employees’ creative works in one of two ways.
The employer may establish that the work constitutes a “work made for hire,” or the employer may
acquire ownership by assighment from the employee author.

The Copyright Act recognizes two classes of “works made for hire.”[39] The first class includes those
works “prepared by an employee within the scope of his or her employment.”[40] To establish that an
employee’s creative work qualifies as a “work made for hire” under this rubric, an employer must
demonstrate that the creator of the work was an “employee,” as that term is defined by the common
law of agency.[41]

The employer must also demonstrate that the work was created “within the scope of [the creator’s]
employment,” again defined by reference to the common law of agency.[42] Both of these showings
must generally be made in enforcement proceedings that may take place many years after the creation
of a work in question. Therefore, a claim of copyright ownership based on the employee status of a
work’s creator involves a great deal of uncertainty.

The second class of “works made for hire” includes certain “specially ordered or commissioned” works
not prepared by employees,[43] i.e., works prepared by independent contractors at the request of the
hiring party.[44] A work qualifies as a work made for hire under this rubric only if two requirements are
satisfied. First, the work must fall into one of nine specified categories of subject matter.[45] Notably,
literary works and pictorial works do not qualify.[46] Second, the parties must expressly agree in a
written and signed instrument that the work will be considered a work made for hire.[47]

Given the uncertainty and limitations of the works made for hire doctrine, employers wishing to acquire
ownership of the copyrights in their employees’ creative works should acquire such rights by written
assignment. As discussed above in the context of patent assignment agreements, these assignment
agreements should be drafted to accomplish a present assignment of copyright ownership.

Specifically, the agreements should provide that the employee or contractor “does hereby assign” his or
her copyrights resulting from the employment or contractor relationship. By taking these simple steps,
businesses can ensure that they will own the copyrights in the creative works resulting from their
investments.



Trademarks

Unlike patent and copyright ownership, trademark ownership almost never vests in the employee or
independent contractor creating the protectable subject matter. Regardless of who conceives or invents
a mark, trademark rights vest in the first party to use the mark in connection with a particular
business.[48] For this reason, trademark rights generally belong to the employer who uses a given mark
in connection with the sale of goods or services, not in the employee or independent contractor who
created the mark.[49]

However, where the employee or contractor creating a mark uses the mark in her individual capacity
before her employer uses the mark, the trademark rights may belong to the employee.[50] Thus, to
establish unambiguous ownership of marks designed by employees and contractors, employers should
promptly begin using such marks in connection with their businesses.

Conclusion

As discussed above, businesses can substantially strengthen their intellectual property ownership rights
by employing simple business practices. First, to secure their patent and copyright ownership rights,
businesses should require their employees and contractors to sign agreements providing for the present
assignment of the relevant patent and copyright interests. Second, to secure their trademark ownership
rights, businesses should promptly use new marks in connection with their sale of goods and services. By
following these simple steps, businesses can reap the benefit of their intellectual property investments.
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