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In recent days, increased attention has been given to
government funding on the national and state level,
for example through investment in our country’s infra-
structure. Some of those resources may be directed to
research and development, spurring innovation in the
private sector. The parties who accept government con-
tracts or other federal grants should consider how such
funds could lead to the development of patentable inven-
tions and how patents obtained on those inventions may
ultimately be enforced. While some may be familiar with
securing and enforcing patents directed to inventions
developed in-part or in-whole using federal resources,
many will soon encounter this scenario for the first time.
This article is part of a two-part series addressing the
acquisition and litigation of patent rights directed to
inventions developed with the support of government
grants or contracts.

In this article, we provide a brief overview of the Bayh—
Dole Act, which controls the allocation of intellectual

property rights in inventions developed using federal
funding, and its implications on both obtaining and
retaining enforceable patents. In the second article, we
will explore the considerations and requirements when
bringing or facing an enforcement action based on those
patents.

I. The Bayh-Dole Act

Before 1980, the government generally retained title to
any invention created under federal research grants or
contracts.”> Because such inventions could not be pat-
ented by the inventing party, inventors had little incen-
tive to develop their inventions beyond the laboratory
stage. And the federal government, perhaps because it
lacked expertise or market incentive, often failed to make
those inventions available to those who could profit by
them.

In 1980, the Bayh—Dole Act was passed for the purpose
of increasing collaboration between government agen-
cies and outside entities.? In a deliberate reversal from the
common practice at the time, the Bayh-Dole Act gave
recipients of government funding the right to retain title
to and profit from their inventions, provided they adhered
to certain requirements.* The government, meanwhile,
was granted an irrevocable, non-exclusive, royalty-free
license to use such inventions.’ Originally, the law applied
only to small businesses, universities, and other nonprofit
organizations.® The law was later extended to large busi-
nesses, however, through a presidential memo issued
February 18, 1983.7

Two important governmental entities benefit from an
exception to the Bayh-Dole Act’s typical application:
Unless a waiver is granted, NASA and the Department
of Energy (DOE) will retain ownership of inventions
developed by large businesses with federal funding,
with a license to use the invention being granted to the
inventing party.®* NASA and the DOE are the only two
agencies that, by statute, retain ownership of inven-
tions made with federal funding by a large business.’
Because NASA and DOE both operate under statutes
that expressly obligate them to retain ownership of
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inventions created under a contract, and the memoran-
dum that extended the Bayh-Dole Act to large business
only requires federal agencies to follow the Act “[t]o the
extent permitted by law,”'? neither agency is required to
follow the Bayh—Dole Act when contracting with large
businesses.

II. The Limits of
Government’s License under
the Bayh-Dole Act

While the Government retains a royalty-free license
under the Bayh-Dole to practice the invention under
the Bayh-Dole Act, the right is limited to practice “for
or on behalf of the United States.”!! Therefore, the
license does not extend to commercial use by third par-
ties. For example, the government’s license could not
be used to allow a third party to practice the inventing
party’s invention and thereby compete with the invent-
ing party on the open market. But the license could
be used to allow a third party to practice the inven-
tion solely for the government’s benefit (e.g , manufac-
turing the invention and installing it on government

property).'2

ITI. Key Requirements of the
Bayh-Dole Act

Any recipient of federal funding that may lead to the
development of a patentable invention (or anyone fac-
ing or considering an enforcement suit based on patents
directed to inventions developed with federal funding)
should keep in mind the following seven key require-
ments of the Bayh-Dole Act that should be met if the
inventing party wishes to retain title to their invention in
a patent'?:

A. Disclosure

The inventing party must disclose to the sponsoring
agency any invention created with the use of federal funds
within 2 months from the date the inventor discloses the
invention internally.'*

B. Election

If the inventing party decides to retain title to the inven-
tion, it must generally notify the agency of its election to
do so in writing within 2 years of the date of disclosure
to the agency."

C. Application

The inventing party must apply for a patent on the
invention within 1 year of its election to retain title or
within 1 year of the publication, sale, or public use in the
United States, whichever is earlier.'®

D. Government Interest

In applying for a patent, the organization must add the
following government interest statement that discloses
the government’s rights to the invention: “This invention
was made with government support under (identify the
contract) awarded by (identify the Federal agency). The
government has certain rights in the invention.”!’

E. Practical Application

The inventing party must attempt to develop or com-
mercialize the invention.!®

F. Preference for Small Businesses

If the inventing party is a nonprofit organization, it
generally must give priority to small businesses when
licensing the invention.!

G. Preference for United States
Industry

When granting an exclusive license, the inventing party
must ensure that the invention will be “manufactured
substantially” in the United States.?®

IV. March-In Rights

Under certain circumstances, the sponsoring agency
has the right to “march in” and require the inventing
party to license its invention to a third party?! While
these “March-in Rights” may sound worrisome to inven-
tors who imagine a government agent striding into their
laboratory unannounced and walking out with all the
fruit for their (albeit government funded) labor, the gov-
ernment limits the scenarios under which it can exercise
its March-in Rights to a few enumerated circumstances:
(a) if the inventing party has not tried to achieve practi-
cal application of the invention; (b) if licensing is needed
to alleviate health or safety concerns; (c) if licensing is
needed to meet public use requirements specified in
federal regulations; or (d) if the inventing party fails to
ensure that the invention will be “manufactured substan-
tially” in the United States.”
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V. Conclusion

Inventors who are considering the acceptance of federal
funding either through grants or contracts and who wish

to retain title to their inventions should carefully consider
the requirements of the Bayh-Dole Act. Any failure to
meet the requirements of the act could impact litigation
of the eventual patents obtained with the aid of govern-
ment funding.
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