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ollaborations and joint de-

velopments offer many ben-

efits to their participants, in
particular, the ability to access tech-
nology and IP developed by the
other participants. However, it is
important to consider how any re-
sulting inventions or improvements
to technology will be owned. Too
often, parties wishing to achieve a
fair and equal outcome simply pro-
vide for joint ownership without
considering how this will affect fu-
ture dealings with that property. In
this article, we look at some crucial
issues with which collaborations
and joint ventures should expressly
deal when agreeing to joint owner-
ship in relation to inventions.

1.0 If a Joint Development
Agreement does not Allocate
Ownership of Jointly Devel-
oped Inventions Made by Em-
ployees of the Participants in
Connection with the Joint De-
velopment, Who Would Own
Them?

The Australian Patents Act, 1990
(the “Act”) provides that the person
who is the inventor of an invention
is entitled to seek the grant of the
patent in respect of such invention,
subject to any express or implied ob-
ligations to a third party.

The firstissue is to confirm that the
inventor in question is in fact an
employee. Where a person is en-
gaged under a contract for services
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- to carry out specific services and
the employer does not have the right
to control the manner of doing the
work, or the work is not done as an
integral part of the employer’s busi-
ness, that person may in fact be an
independent contractor. If this is the
case, that person may retain the in-
vention and the right to apply for
patent protection. The issue of em-
ployment status is outside the scope
of this article.

Assuming that the inventor is an
employee, it will generally be im-
plied that the employee has an obli-
gation to assign the invention to the
employer on request or that the em-
ployee holds the invention on trust
for the employer in the situation
where:

e part of the employee’s normal
duties include the making of inven-
tions; or

e the employee has such a high
position of responsibility in the com-
pany that the employee has as part
of his general duties to his or her
employer an obligation to hold in-
ventions made during the course of
employment on trust for the em-
ployer.

On this basis, inventions made
solely by an employee of the first
joint venture party A would be ef-
fectively owned by party A and in-
ventions made solely by employees
of party B would be effectively
owned by party B.

The Act also provides that two or
more co-inventors are entitled to
apply for a patent in respect of the
invention, recognising that co-inven-
tors each have proprietary rights in
an invention that is the subject of a
patent application. Therefore, inven-
tions made by employees of both
parties would be effectively co-

owned by party A and party B.

Under the Australian Patents Act,
subject to any agreement to the con-
trary, co-owners are entitled to an
equal undivided share in the patent,
each is entitled to exercise exclusive
rights without accounting to the other
co-owners and a co-owner is not en-
titled to grant a licence or assign an
interest in the patent without the con-
sent of the other co-owner.

This may lead to the parties com-
peting in the same industry, and us-
ing the same invention or resulting
patent in the same field. It is usually
to the co-owners’ benefit to agree
how each co-owner may exercise the
patent right, in which field they are
used, and in which areas, if relevant.

2.0 Dealing with Employees in
Relation to Jointly Developed
Inventions

As discussed above, in some cir-
cumstances Australian employees
have an implied obligation to assign
on demand rights in the inventions
they create to their employers.

The employer’s title will not be
complete until relevant employees
have executed an assignment of the
title of such invention to the em-
ployer. Obviously, it is preferable to
have the relevant employees execute
assignments whilst they are still in
employ of the company - rather than
having to track ex-employees down
through subsequent jobs and then
having to negotiate with them.

Where the inventor employee has
not been hired to create inventions
or is not in such a position of trust
or responsibility that it is fair to as-
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sume that the employee holds all
inventions made during the course
of employment on trust for the em-
ployer, the situation is less clear.
Some of the factors to be considered
are whether the invention was made
during working hours or using the
employer’s materials.

A prudent employer will seek to
avoid the difficulty of negotiations
with employees (or independent con-
tractors) after or at the time at which
the invention is created but to deal
with these issues at the time of hiring
the employee or contractor in the rel-
evant employment contract or agree-
ment with independent contractor.

Where employers wish all inven-
tions created by an employee to be-
come the employer’s property, a
term should be included in the em-
ployment agreement or contract for
services that automatically assigns
such person’s inventions and patent
rights to the employer, including a
present assignment of all future in-
ventions during the term of the em-
ployment or the term of the contract
for services, including any patents
which are granted in respect of such
inventions.

3.0 Dividing Rights in Relation
to Jointly Owned Inventions

Rather than seeking to deal with
the consequences of joint ownership,
the parties may agree that party A
will solely own all inventions cre-
ated, developed or resulting from
the research and development pro-
gram and all patents relating thereto,
on the basis that party A then grants
to party B an exclusive royalty free
irrevocable licence (or any such
other terms as are agreed) in respect
of party B’s field of interest.

However, in this scenario, only
one party absolutely owns the in-
ventions and resulting patents. The
other party may feel that an exclu-
sive licence, no matter how good the
terms are, is not as worthwhile an
asset to present to its investors as the
invention or patent itself.

A further question is whether
party A, who then owns the inven-
tions and resulting patents, is to be
solely responsible for the cost and
control of the prosecution, mainte-
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nance, opposition and enforcement
of any resulting patent right.

There are a number of interme-
diate ways in which ownership of
jointly developed inventions can
be allocated to seek to achieve a
result where each party obtains
ownership of the rights in which
they are interested in exercising.
We discuss these below.

3.1 Allocation of Ownership by
Employment

One approach is to allocate own-
ership of respective inventions with
regard to the particular employees
who have created or developed
them. Therefore, the joint develop-
ment agreement will specify that in-
ventions made solely by employees
of party A belong to party A, inven-
tions made solely by employees of
party B belong to party B and only
those inventions made by employ-
ees of each of party A and party B
would be jointly owned by party A
and party B.

There are at least two issues with
this allocation regime, quite apart
from the issue of keeping proper
records in order to establish who
contributes to particular inventions.

In relation to those inventions that
are jointly owned, it still remains to
be agreed as to which party is to bear
the costs and which party has con-
trol over filing prosecution mainte-
nance, opposition and enforcement
of resulting patents. It is also still
necessary to consider how each
party is entitled to use the jointly
owned inventions and resulting pat-
ents — it is usually best to expressly
agree how co-owners may exercise
the rights.

It is also not always the case that
an invention of use to party Ais cre-
ated by an employee of party A. It
could be the case that an employee
of party B creates an invention which
party A would need to use in order
to exploit inventions created by
party A’s employees. One way in
which this can be dealt with is by
providing for a cross-licence: that s,
party Ais entitled to a non-exclusive
licence of inventions created solely
by party B's employees and vice
versa. The terms of such licence is

a matter for negotiation between
the parties.

3.2 Allocation of Ownership by
Subject Matter

An alternative approach is to allo-
cate ownership on the basis of each
company's field of interest. For in-
stance, if party A is only interested
in the food industry and party B is
only interested in treatment of sew-
age, the agreement could provide
that all inventions and patents solely
related to the food industry are to be
solely owned by party A and all in-
ventions and patents solely related
to treatment of sewage are to be
solely owned by party B. The agree-
ment would then require each party
to assign to the other invention as
falling within the other party’s field
of interest.

However, this leads to different
problems. Although an invention
may be created in particular fields
of interest, the patent claims may be
broader and extend into the other
party’s field of interest. For in-
stance, it is conceivable that an in-
vention in relation to treatment of
food might have application in the
respect to treatment of sewage and
consequently the patent may con-
tain a claim relating to treatment
of sewage.

Therefore, in order to avoid co-
ownership arising, the patent claim
would require to be drafted more
narrowly to relate only to one par-
ticular field of interest. However,
this may have negative conse-
quences for the other party, as then
there will be prior art which may
be applicable in the second field of
interest, for instance, as a method
of treating sewage.

As a secondary issue, in order to
avoid an application of an invention
or patent developed in one industry,
which has been assigned to party A,
being used by party A in the field of
interest to party B, the parties would
need to agree that each party is only
permitted to use the invention in the
field of the interest to it.

However, this then leads to the un-
avoidable problem that party A’s
field of interest may only go so far,
as may party B’s, and there is a wide
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range of intermediate fields which
are not covered by either party. This
would need to be dealt with, if the
competitive advantage provided by
the invention is not to be lost in these
intermediate areas.

3.3 Allocation of Ownership
by Reference to Background
Technology

A further approach is to allocate
ownership based on which party’s
intellectual property was used to de-
velop the project results, and which
led to the invention. That is, where:

(a) party A brings to the joint de-
velopment program particular exper-
tise, know how, patents, etc. inrespect
of the particular technology; and

(b) party B brings to the joint de-
velopment program different types
of intellectual property,

the agreement could provide that
all inventions and patents solely re-
lated to or derived from party A’s in-
tellectual property would be owned
by party A, and all inventions and
patents derived from party B’s intel-
lectual property should be solely
owned by party B and each party
would be required to assign such in-
ventions to the other as appropriate.

This avoids the issue of whether par-
ticular employees have created inven-
tions, but requires the categorisation of
inventions and patents with respect to
the background intellectual property
use. Careful records would be re-
quired to be kept during the joint de-
velopment program and opinions
obtained from patent attorneys in order
to be able to enforce such allocation.

Again, when an invention draws
upon both party A and party B's
background intellectual property, a
co-ownership situation would have
to arise, with restrictions as to which
party is entitled to use or further
develop the intellectual property in
which fields.

3.4 Licence of Background
Technology

Because each party is contributing
background intellectual property
and technology to the joint develop-
ment program, it is likely that in or-
der to use inventions arising from
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the collaboration which are owned
by party B, party B may need to
be able to use intellectual property
and technology of party A which
existed before the collaboration
and vice versa.

The parties should consider incor-
porating a grant by each to the other
of a licence of background intellec-
tual property to the extent needed
to exercise the results of the joint
R&D program. Such licence may be
limited to a particular field, it could
be royalty free or a royalty or other
consideration may be charged, and
may be sole or not exclusive.

Expressly dealing with such li-
censing issues is preferable to avoid
situations which have arisen in the
USA where a court has found an
implied licence exists, to exploit
background technology, on more
favourable terms than may have oth-
erwise been negotiated.

3.5 If the Joint Development
Agreement Provides for Joint
Ownership by Party A and Party
B of some Inventions and Pat-
ents, what Contract Terms are
Needed to Protect each Party’s
Markets?

As discussed above, in Australia,
co-owners are each entitled to exer-
cise patent rights without account-
ing to the other co-owners, subject
to any agreement to the contrary.
However, no co-owner, subject to
any agreement to the contrary, can
grant a licence under the patent or
assign an interest in it without the
consent of the other.

Therefore, if each party wants to
maintain the exclusivity of its field
of use, the agreement between the
joint development parties needs to
provide that each joint development
party is limited to exploitation and
exercise of patent rights to its par-
ticular field of use.

An alternative is to require each
party to obtain the other party’s con-
sent prior to granting any licence to
a third party of a patent or inven-
tion that is co-owned. This is usu-
ally not received favourably as it
imposes restrictions on the party’s

ability to negotiate with third parties.

Another alternative could be that
the requirement to obtain a party’s
approval to the grant of licence be
restricted to grant of licences only in
particular fields of use or to only
particular categories of third parties,
e.g. competitors. Under the Austra-
lian Trade Practices Act, there are
certain limitations on the terms and
conditions on which patents may be
licensed. These arise, amongst other
situations, where a corporation with
a substantial degree of power in the
market is held to be taking advan-
tage of that power for the purpose
of:

¢ eliminating or substantially
damaging a competitor;

¢ preventing entry of a person into
that or any market; or

¢ deterring or preventing a person
from engaging in competitive con-
duct in that or any other market.

Advice should be sought where
joint development parties are in fact
competitors or where the above fac-
tors may arise.

A further alternative is not to im-
pose any such restriction on a party’s
ability to exploit co-owned patents
and inventions but to require some
sort of sharing of the revenue ob-
tained from exploiting the co-owned
patents. The basis of such sharing is
obviously a commercial matter for
the parties to agree.

4.0 What Provisions should be
Included in a Collaboration
Agreement Regarding Obtain-
ing Patent Protection on Inven-
tions Made During the Course
of the R&D Program?

As discussed above, where one
party is the sole owner of an inven-
tion, it will usually have control over
all decisions regarding the filing,
prosecution, opposition, mainte-
nance and enforcement of patents.

However, when inventions (or re-
sulting patents) are licensed to the
other party, the other party may also
require some input into decisions
regarding or which can affect the
patent, in particular, in which coun-
tries the patent rights are obtained
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and the scope of the patent claims.

Provision also needs to be made
in the agreement between the par-
ties in relation to:

* keeping the invention confiden-
tial prior to a patent application be-
ing filed and a patent being granted;

* how publications may be made;

* who decides when patent appli-
cations are to be filed;

¢ who decides which fees are to
be paid;

e who decides when the specifi-
cation is to be amended (under the
Act, an exclusive licensee’s consent
is required in relation to a complete
specification);

e the scope of the patent claims;

e in which countries the patent
rights are to be obtained.

5.0 Conclusion

For a joint development or col-
laboration agreement to be success-
ful, each party’s commercial and
other needs need to be considered
during the bargaining approach. An
unconsidered approach to the intel-
lectual property rights arising from
the collaboration — providing simply
for joint ownership can prevent the
parties from being in a position to
realise any commercial result from
the collaboration. Care needs to be
taken in order to ensure that the col-
laboration delivers a result that can
be owned and used to the satisfac-
tion of both parties.

March 2003

les Nouwvelles



