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1. Inventorship and Ownership

The legal concepts of inventorship and ownership of
patents or patent applications represent a complex and
multi-layered topic. The concept of inventorship relates
to the inventor or inventors who have contributed the
ingenuity necessary for the invention. The inventor or
inventors are those who have identified the inventive
technical teaching in a reproducible and demonstrable
manner. From that intellectual performance or inventive
act of human beings may follow patent rights.

A legal entity thus cannot be an inventor. Also, artificial
intelligence as such may not be the sole origin of an
invention." From the inventive act emerges a legal posi-
tion. This legal position includes the right to the patent
which originally belongs to the inventor(s).2 It contains
the entitlement to file a patent application, to obtain a
patent and to exclude third parties from using the tech-
nical teaching as protected by a subsequently granted
patent. The owner of a patent is thus the person who
enjoys the rights and benefits from a patent.

Even though ownership originates from inventorship,
inventor and owner of the patent must not necessarily
be the same person.

As specified in Article 60(1) EPC, if an inventor is an
employee, the right to a European patent is determi-
ned in accordance with the law of state in which the
employee is mainly employed or, if this state cannot
be determined, the state in which the employer has the
place of business to which the employee is attached. Of
particular note is Germany’s Act on Employees’ Inven-
tions (hereinafter “ArbEG”), which governs the extent to
which employees’ inventions are assigned to their em-
ployers. The employment of workers in Germany and the
acquisition of German entities thus require knowledge
about the unique provisions of the ArbEG. Questions
of whether employee inventions are, indeed, assigned
to the employer can be quite challenging, and may be
problematic when patents on these inventions are as-
serted in court.

Practice Note

The employment of workers in Germany and the
acquisition of German entities require knowledge
about the unique provisions of the ArbEG. Ques-

tions of whether employee inventions are, indeed,
assigned to the employer can be quite challenging,
and may be problematic when patents on these
inventions are asserted in court.

'"Melullis, in Benkard, Commentary EPC, 3rd ed. 2019; Art. 60, n° 14, 15

*Article 60(1) EPC
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2. Right to the Invention

The proprietary rights connected to the invention fol-
low from the inventorship. Article 60(1) EPC, §6 of
the Patent Act: “The right to a...patent shall belong
to the inventor or his successor in title.” Inventorship
confers “the right to the patent, the right to the grant
of a patent and the rights deriving from a patent.”®
As long as it is not an employee’s invention for which
the special rules of the employee invention act are
applicable (see below), the right to the invention can
in principle freely be assigned from the inventor to
any third party. For instance, persons not conside-
red “employees” by the Act on Employee’s Invention
(ArbEG) (see below), such as CEOs,* are basically
free to transfer their rights to their inventions unless
their contract with the company provides otherwise.
For instance, a CEO, who is involved in the research
and development of the company, makes an inventi-
on. He could be obliged to offer the invention to the
company, even if this is not explicitly stipulated in
his contract, provided that the invention falls into the
business of the company and is largely achieved with
the company‘s resources.® This results from contract
interpretation but not from the Act on Employee’s
Invention.® It would not be sufficient to confine the
analysis to literal wording of a contract.

The inventor who assigns his rights to the invention
remains inventor. The status of inventorship is a per-
sonal right which is not transferable. But the assign-
ment of the rights to the invention triggers a transfer
of the proprietary rights connected to the invention.
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The assignment of a patent or patent application can
even be based on an implied agreement.” But this
exceptional situation must be deduced from a special
relationship between assignor and assignee, and the
party that seeks to assert rights from an implied ag-
reement must prove the existence of such a special
relationship.

Note that in the case of pending European patent
applications, a written and signed agreement is man-
datory to transfer ownership. This is based on Article
72 of the EPC, which supersedes the more flexible
German law.® This is, an assignment of a European
patent application shall be made in writing and shall
require the signature of the parties to the contract.
According to the case law® that strict formality exclu-
sively relates to the assignment of the formal position
resulting from the patent application. Article 72 EPC
does not apply to the right to the European patent
(Article 60 EPC), for which the laws of the respective
designated countries apply.

Practice Note
The assignment of the German part of a European
patent does not necessarily require a written as-

signment. Nonetheless it is highly advised to esta-
blish a written document.

SUnofficial translation of §15(1) Patent Act

‘Appeal Court Dusseldorf, 2 U 11/98, GRUR 2000, 49, “Geschaftsfuhrer-Erfindung.”

*Appeal Court Frankfurt, 6 U 69/16, decision of April 13, 2017;

SFederal Supreme Court, X ZR 42/67, decision of Apr. 28, 1970; Appeal Court Dusseldorf, Mitt. 2014, 337, 341 “Rapssaatenschalung”

’Federal Supreme Court, X ZR 42/67, decision of Apr. 28, 1970.

Federal Supreme Court, X ZR 98/90, GRUR 92, 692, “Magazinbildwerfer.”

District Dusseldorf, 4a O 406/06; decision of Nov. 14, 2006.
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3. Co-Ownership

Where the invention is developed jointly by several
people, they are deemed co-owners of the inventi-
on."® The legal relationship between co-owners may
be governed by a joint agreement. In the absence of
a written agreement, Section 741 of the German Civil
Code, which deals with co-ownership ' applies.

The co-owners each have a share in the invention that
corresponds to their individual creative contribution.'?
In cases where the creative contribution is in doubt, it
is assumed that the co-owners are entitled to equal
shares.”™ Each co-owner is also entitled, without the
consent of the other co-owners, to transfer his or her
share in the invention to a third party.™

Co-owners can use the invention for their own pur-
poses as long as the joint use by other co-owners
is not impaired.' A co-owner must usually not com-
pensate the other co-owners for his individual use of
the invention unless that use considerably exceeds
his share in the invention and if such financial com-
pensation in-between the co-owners is demanded for
equity reasons.'®

The administration of the invention is organized jointly
by the co-owners.' This includes the filing of patents
or utility models and the granting of licenses. It is
usually sufficient if the co-owners agree actions by
a majority vote.”® In cases where there are only two
co-owners, however, both co-owners must agree. The
only way to overcome a conflict is to compel the other
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owner’s consent through a court action. This would,
however, only be successful if the other owner’s re-
fusal to give consent is considered abusive or clearly
unreasonable.’ Necessary acts of administration®°
aimed at safeguarding the right to the invention can
individually be carried out by each owner without the
consent of the other co-owners.

In principle, each co-owner is allowed to individually
assert patent claims?' against infringers through court
proceedings without the other co-owners necessa-
rily joining these proceedings. This follows from an
application by analogy of §1011 of the Civil Code
according to the case law.?> The co-owner is thus
also litigating on behalf the other co-owners of the
community. This follows from the external relationship
of the community, which must not necessarily comply
with the internal arrangements of the co-owners.

Practice Note

Despite these provisions, it is recommended that
co-owners have a written agreement in place, in
particular to avoid disputes about the administrati-

on of the co-owned invention. As soon as a group
of researchers intends to undertake a joint research
and development project, they should discuss the-
se issues and agree them in writing.

10 Section 6 Patent Act: “If two or more persons have jointly made an invention, the right to a patent shall belong to them jointly.”

" A translation of the German Civil Code can be found on webpage of the German Ministry of Justice: <www.gesetze-im-internet.de/englisch_bgb/>.
2 Federal Court of Justice, X ZR 152/03, GRUR 2005, 663, Gummielastische Masse |l

13 Section 742 Civil Code, Federal Supreme Court, X ZR 63/77, GRUR 1979, 540, Biedermeiermanschette

4 Federal Court of Justice, X ZR 223/98, GRUR 2001, 226, 227, Rollenantriebseinheit

'® Section 743(2) Civil Code

6 Federal Court of Justice, X ZR 152/03, GRUR 2005, 663, 664, ,Gummielastische Masse II.“

7 Section 744(1) Civil Code
'8 Section 745(1) Civil Code
9 Section 745(2) Civil Code
20 Section 744(2) Civil Code

21 The assertion may include the right to prevent the use of the patent, to claim damages and to be informed about the extent of use.
22 Federal Court of Justice, | ZR 168/97, GRUR 2000, 1028, “Ballermann”; Appeal Court Dusseldorf, -2 U 39/09.
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4. Legal Title to the Invention

4.1. Legal fiction in favour of the applicant

In proceedings before patent offices, the applicant
is deemed to be entitled to exercise the rights to the
patent.?® This legal fiction is intended to avoid the
examination being delayed. An investigation into who
is the legitimate inventor or owner of the rights does
not take place at the patent office; what counts in
the patent office is the person or entity named in the
documents filed and in the register.

If someone contends that he or she has been wrongly
omitted from the right to the invention, it is left to
the challenger to file a court action seeking an as-
signment of the application. By means of this action
an examination of right to the invention takes place.
The EPO will stay grant proceedings if a third party
institutes such national proceedings against the ap-
plicant.2* Such inventorship challenges are typically
filed in national courts of the EPC states.?

4.2. Legal Effects of the Register

Entries in the patent register have no “constitutive
effect.” That is, the acquisition of the patent right is
not dependent on any entry on a national patent re-
gister.2® The true legal ownership of the patent may
thus differ from what appears in the register. This di-
vergence between the entries in the register and the
actual legal situation occurs if the patent has been
assigned by means of an agreement and so long as
the new owner is not yet registered. Thus, if the entit-
lement of the registered owner is challenged by the
defendant, the plaintiff must demonstrate and show
that he is the entitled owner. At least the German law
does not provide a legal fiction with respect to an
entry in the register of a granted patent comparable
to Article 60(3) EPC. However, it seems to be reaso-
nable even under German law to attribute to an entry
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in the register at least some circumstantial evidence
that the registered party is in fact legally entitled to
assert the rights resulting from the patent.

This assumption is however refutable, in particular,
if defendant’s submissions is not purely confined to
unsubstantiated denial but refers to factual incon-
sistencies. In patent infringement proceedings, the
registered owner could thus be challenged to prove
that he or she is the owner of the patent and entitled
to the damages for the claimed period. The problem
becomes apparent if the patent has been assigned
from the original applicant to a new entity and, even-
tually later to other entities. In such a situation it may
thus be necessary to submit into the proceedings co-
pies of the different assignment contract(s) showing a
gapless chain from the original applicant to the entity
named in the patent register.

If the legitimate owner is not mentioned in the re-
gister, it is necessary under German law that the
registered party explicitly authorizes the new and
legitimate owner to take action. Therefore, an assign-
ment agreement should contain provisions dealing
with the period until the new owner is finally named in
the register after a requested change of the register
(§30(3) Patent Act). Without any explicit authorization
the new owner would be considered being an entitled
party in the infringement proceedings until the patent
office actually changed the registration.

Practice Note
According to German law the entry in the register
of an owner of a granted patent does not provide

a legal fiction comparable to Article 60(3) EPC. It is
thus essential to assess the assignment situation
prior to filing the patent infringement lawsuit.

23 Article 60(3) EPC or Section7(1) German Patent Act: “the applicant...shall be deemed to be entitled to request the grant of the patent”

24 Section 8 Patent Act, Article 60 EPC, Article Il Section 5 IntPatUG

25 Federal Court of Justice, X ZR 69/11, GRUR 2013, 713, ,Frasverfahren.”
26 Federal Court of Justice, X ZR 69/11, GRUR 2013, 713, ,Frasverfahren.”
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5. Act on Employees' Inventions

The statute governing the assignment of employee
inventions to an employer is the Act on Employee‘s
Invention (ArbEG). The provisions of the ArbEG are
mandatory on employers, which cannot simply requi-
re (as is common in the U.S.), that all inventions be
assigned to the company. Rather, §22 of the ArbEG
states that ,the provisions of the Act cannot be mo-
dified by contract to the detriment of the employee.“?’
For international entities acting within the German
market, including through affiliates, it is crucial to
know and apply these rules.

The law is based on the concept that inventions made
by employees initially belong to them. Under the
ArbEG, special mandatory proceedings have to be
applied in order for the invention to become the pro-
perty of the employer. The employer and employee
may not agree upon an automatic transfer of rights
as to inventions or technical improvements made by
the employee during the employment. Such clause
would be invalid according to §22 ArbEG.

5.1. Scope of application

5.1.1. Material scope of application

The ArbEG covers technical inventions and makes
a distinction between these and mere “technical
improvements”. Technical inventions can be subject
to a patent or a utility model, whereas technical im-
provements are not eligible for protection under an
industrial property right.?® The Act does not cover
other types of employee invention, such as rights to
artistic creations and designs, which the employer
and employee are usually free to agree in advance.

5.1.2. Applications to individuals

The ArbEG defines “employee” as a person emplo-
yed by the employer according to the German Labour
Act.? An employee (who can also be an executive or
junior manager®®) undertakes contractually-obligated
tasks or provides contractually-obligated services
within an organization. An employee is under the
direction of the employer with respect to content,
way, time and location of implementing the tasks or
providing the services®'.

The Act does not apply to the employer or to people
holding positions in the company that are similar to
the position of an employer. This is the case for legal
representatives of the company such as the executive
director of a private limited company.® Commercial
agents and independent freelancers are also not co-
vered by the Act. Agreements concluded with such
people can (and should), therefore, include provisi-
ons whereby inventions made in the course of the
contractual relationship are automatically assigned to
the employer. Without such an agreement in place, a
separate assignment of rights over inventions would
be necessary and additional compensation would be
owed to the executive employee, agent or freelancer.

5.1.3. Territorial application

If the employment relationship falls under German
law, the ArbEG is applicable.®® The employment con-
tract is usually governed by the law of the country in
which the employee habitually carries out his or her
work in the performance of his or her contract. Tem-
porary re-assignment of, e.g., a US-based employee
of a US company to work with a German subsidiary
does not trigger the ArbEG. Temporary re-assignment

27 Unofficial translation.

2 Section 3, 20 ArbEG. Technical improvements, which are in practice of lower importance, are only eligible for compensation if they confer to the
employer an advantage that is similar to a patent or utility model. This requires that the technical improvement be a useful improvement on the
existing situation, with a commercial advantage, and not something obvious to the person skilled in the art or detectable without difficulty by any
competitor: District Court Munich decision of 17 January 2007, 21 O 1788/05, BeckRS 2008, 18310, Keramikschneidwerkzeug

2 Federal Court of Justice, X ZR 58/88, GRUR 1990, 193, Autokindersitz

% In German Leitende Angestellte: Appeal Court Hamburg, 3 U 89/58, GRUR 1960, 488, Geruchsbeseitigungsverfahren
8! Federal Constitutional Court, decision of 18 February 2000, 1 BvR 491, 562/93, NZA 2000, 653

%2 CEQO of German Limited (GmbH): Federal Supreme Court, X ZR 165/04, GRUR 2006, 401, Zylinderrohr.

3 Federal Court of Justice, decision of 27 November 1975, X ZB 24/73, GRUR 1976, 385, Rosenmuation.
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of a Germany-based employee of a German entity
sent to work in a US subsidiary does, however, trigger
the ArbEG. The ArbEG would apply to inventions in
this case even the invention was not made in Ger-
many.

Practice Note

A choice-of-law clause in an employment contract
will basically not negate the mandatory provisions
of the ArbEG if the employee’s®* usual place of em-
ployment is Germany. There may be some excep-

tions if the employing entity or the employee does
not reside in Germany, or where the main tasks
under the contract will be fulfilled partly inside and
partly outside German territory, but these should be
addressed on a case-by-case basis.

5.2. Service inventions and free inventions

The ArbEG is applicable to all inventions irrespective
of where, when, in which technological area and why
the invention has been made by the employee during
the employment. But the Act distinguishes between
two types of inventions, namely ,service inventions®
and ,free inventions” (§4 ArbEG). Furthermore §4
(2) ArbEG subdivides service inventions in two ca-
tegories: They either result from the assigned duties
under the employment contract or are “decisively
based upon experiences or activities” of the compa-
ny. Service inventions according to the first category
are connected to duties actually assigned to the
employee. This is mainly the case if the employee
is instructed to perform research and development
activities. The second category does not necessa-
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rily require the assignment of such duties. It rather
requires that the employee gets to the teaching
thanks to the employer’s experiences or activities
(i.e., technological information, knowledge, know-
how, practices, etc., see §4(2) ArbEG). An enhanced
causal connection between the inventive act and the
“experiences or activities” of the employer’s company
must be given. In the words of the law, the invention
must “decisively” be based on such “experiences
or activities”. A main characteristic of both types of
service inventions is that they are essentially based
on the employer’s initiative or resources.?®

By contrast, “free inventions” make up all other inven-
tions made by the employee, which do not meet at
least one of the two criteria of being “service inven-
tions” (i.e., they do not result from duties under the
employment contract or they are not decisively based
on the company‘s know-how or developments). For
instance an employee who is employed for improving
software applications for aircraft invents a particular
sport shoe. That invention would not fall within the
category of a ,service invention,” provided that it is
neither a result of the accomplishment of regular con-
tractual duties nor decisively based on the know-how
of the company.

In making the assessment between service inven-
tions and free inventions, it does not matter when,
for which reason, and where the inventor developed
and completed the invention. The invention need not
necessarily be developed at the usual working place
of the employee. It is also irrelevant that third parties
contributed to the invention.*® All employee inventions
made during the period of employment are gover-
ned by the ArbEG. It is irrelevant, for application of
the Act, that the invention was made during working
hours or while staying at home in the evening.

3 Article 8 of the Regulation EC No 593/2008

% Federal Court of Justice, X ZR 155/03, GRUR 2006, 756, ,Haftetikett.”
% Federal Court of Justice, X ZR 165/04, GRUR 2006, 401, ,Zylinderrohr.”
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Figure 1: Distinction between Service and Free Inventions

Service Inventions Free Inventions

Result from either
— Obligatory duties of the employee or

— Decisively based on know-how or
resources of the employer.

All other inventions which are not service
inventions

Employer is entitled to acquire a service
invention

5.2.1. Reporting obligations

Service inventions

The employee has a duty to report all service inven-
tions, including creative improvements to a previously
completed invention, as soon as they are created.®’
The aim of the report is to inform the employer about
the invention so he can make a decision on whether
to claim ownership or release the invention. Section
5 (2) ArbEG states

In the report, the employee shall describe the techni-
cal problem, its solution and how the service inven-
tion was achieved. Existing notes shall be attached
provided if they are necessary for an understanding
of the invention. The report must indicate the ser-
vice instructions and directions received by the
employee, use made of the expertise and activities
of the enterprise, the employee’s collaborators and
the nature and extent of their contribution and the
report should indicate the contribution the reporting
employee considers to have made personally.

A report that does not meet [these requirements]
will be deemed to be in order unless the employer
states within a two month period that it is not suf-
ficient and requests supplemental information. To
the extent necessary, the employer must assist the
employee in supplementing the report.

basically at the free disposal of the emplo-
yee, but duty to offer to the employer a non-
exclusive license under reasonable conditions
if the invention falls within the range of the
employer‘s actual or planned activities.

A report which does not comply with these require-
ments is deemed to be valid if the employer does
not declare within two months that and in what res-
pect the report needs to be supplemented.3®

Free inventions

If the employee believes the invention is free, he or
she nevertheless has to inform the employer about it
to give the employer the opportunity to object to the
inventor’s characterization of the invention as free.
The employee must also offer the employer a non-
exclusive license under reasonable terms if the inven-
tion falls within the range of the employer’s actual or
planned activities.

5.2.2. Acquiring service inventions

The German system is based on the concept that
the rights to an invention made by an employee ini-
tially belong to the employee and not the employer.
Accordingly, an acquisition process must take place
in order for the employer to become the owner of
the invention. The acquisition process starts with the
reception of the report. As soon as the employer has
received a report in appropriate form, a four-month
period commences during which the employer may
claim ownership over the service invention by means
of a declaration (§6(1) ArbEG). This four-month peri-
od may be extended in certain circumstances, such
as if the report is incomplete (§5(3) ArbEG).

37 Section 5 ArbEG
%8 §5(3) ArbEG
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After expiry of the four-month term following receipt of
an invention report, an employer who stays passive
automatically acquires rights to the service invention.
Accordingly, the absence of an explicit claim does
not hinder the employer from acquiring the rights to
the invention. The employer may explicitly claim a
service invention by executing a declaration to the
employee (§6(1) ArbEG). An explicit claiming of the
service invention, instead of automatically acquiring
the ownership by the indicated fiction of law (§6(2) Ar-
bEG), might be best if the employer does not want to
wait until the end of the four-month term, for instance
in order to fulfill obligations towards business part-
ners or to create a legal certainty between the parties
and in granting proceedings at the patent offices.

Prior to 2009, a serious pitfall arose if the employer
failed to act on the employee’s report of an invention.
Under the previous ArbEG, the employer’s claim had
to be made “in a written statement, addressed to the
employee, as soon as possible, and not later than
four months from the receipt of a proper report.”

The written statement had to be a signed. The period
started to run as soon as the invention was duly re-
ported, or, in the absence of such a report, at the la-
test at the filing date of the patent application, which
was usually filed in the name of the employer. This is,
the courts consider the filing of the application by the

Figure 2

PREU BOHLIG & PARTNER

employer as the trigger for the four-month deadline,
even without any sufficient report about the servi-
ces invention previously made by the employee.*°
This trigger of the deadline is not affected if that re-
port of the employee is submitted later.*" Also, the
employee’s own patent filing without a proper report,
for instance by means of a verbal message to the
employer may not represent a sufficient trigger for
that deadline.*?

Inadvertently, some employers failed to present ade-
quate written claiming statements to the employee-
inventor. Often this was simply caused by lack of
knowledge of the law or by a more or less unorga-
nized handling of these issues by the employers. In
such situations, the right to the invention stayed with
the employee.

Practice Note

Many of those defects resulting from the old ArbEG
are still undetected. These oversights have caused
and will continue to cause problems for companies

trying to enforce, assign or acquire patents which suf-
fer from improper compliance with the old ArbEG. Prio
to any assertion and acquisition of patents, the due
diligence must cover the implication of that old law.

Employer’s Options with Respect to Service Inventions

Release Claim

Communicated in writing to
the employee.

Employee remains owner of
the invention and is entitled
to apply for an industrial
property right.

Explicit Claim

Communicated in writing to
the employee before the end
of the four month period.

Employer becomes owner of

the invention as of the date of
the employee’s receipt of the
claim.

Implicit Claim

No reaction from the employer
within four month period.

Employer becomes default
owner of the invention.

Unofficial translation.

“Federal Supreme Court, X ZR 155/03, GRUR 2006, 756, “Haftetikett,” Federal Supreme Court, X ZR 64/15 ,Lichtschutzfolie.”

“'Federal Supreme Court, X ZR 64/15 ,Lichtschutzfolie.”
“2Federal Supreme Court GRUR 2011, 733, ,Initialidee.”
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5.2.3. Protecting service inventions

National Fling*®

If the employer acquires the service invention, it is
obliged to file a national patent application as early
as possible after the acquisition.** This could be a
German patent application; or a European patent
application designating Germany; or an application
under the Patent Cooperation Treaty, designating
Germany; or, if more appropriate, a German Utility
Model “domestic application”.* The employer must
keep the inventor informed about the progress of the
prosecution of the patent. If the employer fails to file
the application on time, the employee may start the
application or registration proceedings on his or her
own initiative in the name of the employer.*

International Fling*’

The employer must inform the employee which coun-
tries it does not intend to file a foreign application for,
and must inform the employee in good time so that
terms under international treaties can be respected.*®
The employee should be given enough time to file
applications in these countries if he or she chooses to
do so. The employee must bear the cost of these ap-
plications. The employer may reserve a non-exclusive
right to use the invention in these countries.*

If the employer intends to abandon a patent applica-
tion or granted patent in certain countries, the emplo-
yee may take over the application or the patent, but
will then have to handle the prosecution in his or her
name. The employer may retain a non-exclusive right
of use as long as the employee does not show that
this represents an undue burden on him or her. If the
employer fails to protect the invention, the employee
could be entitled to claim damages.
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Keeping the service invention as a trade secret®°
To keep the invention as a trade secret, the employ-
er must acknowledge that it would not question the
patentability of the subject matter of the invention.
This results in compensation having to be paid to the
employee as if it were a patented invention.

If the employer intends to keep the service invention
secret, but believes that the employee’s asserted
invention is not patentable, it may ask for an opini-
on from the Arbitration Board of the German Patent
Office. If the Arbitration Boards concludes that the
invention is not patentable, and the employee does
not object, the employer is entitled to keep the inven-
tion as a company secret with possibly very little, or
even no compensation for the employee.

5.2.4. Employee’s compensation

If the employer acquires the invention, the employee
is entitled to compensation. The employer is obliged
to compensate the employee even if the invention is
later assigned to a third party.®® The compensation
claim can be assigned by the employee and is inhe-
ritable.5?

5.2.4.1. Individual agreements
Individual agreements on the type and amount of
compensation are permissible and codified in Sec-
tion 12(1) ArbEG but can only be concluded after the
service invention has been reported to the employ-
er.5 Such agreements can be subject to later review,
namely:

— In case of significant inequity which can be as-
serted by both parties until six months after the
termination of the employment agreement.®

— Furthermore, both parties may claim from the other
party an adaptation of the compensation in case of
substantial changes being essential for the assess-
ment.®

“Section 13 ArbEG

#“A filing without delay is aimed at ensuring early priority rights
“Section 13 (1) ArbEG

“Section 13 (3) ArbEG

4’Section 14 ArbEG

“|n particular the Paris Convention

“9Section 14 (3) ArbEG

%0Section 17 ArbEG

S1Federal Court of Justice, decision of 2 June 1987, X ZR 97/86, GRUR 1987,900, 901, Entwasserungsanlage.

52District Court Dusseldorf, decision of 17 September 1991, ReiBverschluss.

53Section 22 ArbEG
54Section 23 (1) ArbEG
%Section 12 (6) ArbEG
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Practice Note

Such individual compensation agreements should
be carefully reviewed with a view to later disputes.
The agreement should clarify and describe in detail

the factors that resulted in that compensation.

Compensation can take the form of an ongoing
payment, or it can be paid as a lump sum.% Lump
sum payments are usually agreed within incentive
programs with the purpose of motivating employees
to better performance. The agreement of a lump
sum payment may have the advantage of removing
insecurity relating to future changes with respect to
the scope of use of the invention and, more impor-
tantly, it can eliminate the administrative burden on
the employer. The employer may additionally use the
compensation agreement to obtain a release from
formal obligations, such as the duty to protect the
invention or to release it for foreign countries.

5.2.4.2. Calculation methods

The amount of the compensation is governed by a

Directive issued by the Federal Minister of Labour,®”

which provides three methods for calculating the

compensation paid to an employee for an invention:

— License analogy (Directive N° 6-11)

— Benefits to the employer (Directive N° 12)

— Estimation of the value of the invention (Directive
N° 13).

All three methods depend on the benefits that the
employer receives from the service invention.®® The
compensation therefore requires that the invention
has a financial effect, with objectively determinable
advantages for the employer,*® and a share of these
benefits is allocated to the employee.®° Benefits re-
lating to third parties, however, such as benefits for
licensees or the assignee of the service invention, are
irrelevant for the assessment.®!

PREU BOHLIG & PARTNER

Contribution Factor (Directive M° 30)

When assessing the amount of compensation, the
"contribution factor” must be determined. The pur-
pose of the contribution factor is to determine how
much the employee as an individual contributed to
the invention. For example, a scientist whose duties
of employment are characterised mainly by research
and development, receives less compensation than
someone who is not principally employed to perform
research and development.

The contribution factor is based on three elements:
the extent of the respective contributions of the em-
ployer and employee in defining the problem that
resulted in the invention, their respective contribution
in finding the inventive solution and the position and
duties of the employee within the company.
Accordingly, the contribution factor influences the
royalty rate to be paid to the employee as compen-
sation. For example, in the case of an employee fo-
cused primarily on solving needs predetermined by
the employer, the employee’s compensation might be
a low percentage of a reasonable royalty.

The average contribution factor ranges from 15 to 25
per cent.

License analogy
Typically, the license analogy is the appropriate me-
thod if the invention can be allocated to products
manufactured by the employer. A number of factors
are usually taken into account in the calculation of the
employee’s compensation. The following comparable
factors are also used for determining damages:

— Reference base (Directive N° 8): A reference
base needs to be identified as the relevant basis
for applying a reasonable royalty. (Directive N° 19).
For instance, if the product (as protected by the
patent) is composed of a plurality of components,
German courts usually refer to those components
of that product which are decisively influenced by
the invention. The reference base for a patent that

*Federal Court of Justice, decision of 20 November 1962, | ZR 40/61, GRUR 1963, 315, 317, Pauschalabfindung.

*’Directive dated 20 July 1959, modified by Directive of 1 September 1983 (Federal Labor Gazette, N° 169, BArbBI. 11/1983, 27)
%8Federal Court of Justice, X ZR 137/07, GRUR 2010, 223, 225, Turrinnenverstarkung

*Federal Court of Justice, X ZR 137/07, GRUR 2010, 223, 225, Turrinnenverstarkung

80Federal Court of Justice, X ZR 137/07, GRUR 2010, 223, 225, Turrinnenverstarkung

81Arbitration Board, Decision 58/07

Employee’s Inventions — 2019
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claims a car is not necessarily the value of the
whole car. It rather depends on the influence of
the invention on the car and which part or parts of
the car are decisively characterised by the inven-
tion. On the other hand, if the decisive character
of the invention influences the whole product (this
could be the case with respect to pharmaceutical
substances, where the inventive aspect is tied to
an active agent) it is reasonable to refer to its whole
value. If the invention influences only parts of the
product, it is acceptable to take only a percenta-
ge of its value. To determine the reference value,
German courts are weighing the problem solved
by the patented invention and its relevance for the
product concerned.

Net sales revenues: These revenues do not contain
costs for packaging, discounts, value added taxes
VAT and agent’'s commissions.

Reasonable royalty rate: Reference can be made
to license agreements that have already been con-
cluded by the employer with third parties. In the
absence of such agreement(s), industry practices
must be considered.

Scaling: If the product is manufactured and sold
in very high numbers, employers like to apply a
sliding scale, which has a reducing effect on the
compensation starting from a certain quantity. This
must, however, be common practice in the rele-
vant industry sector® or require that high numbers
of sold products can be attributed to efforts and
achievements of the employer. The success of a

Figure 3

PREU BOHLIG & PARTNER

product is not necessarily triggered by the patent
of which the product makes use. Also other factors
such as the branding, advertisement, reputation of
the company etc. might be decisive for the decisi-
on of the purchaser. Accordingly, the royalty rate is
progressively reduced depending on the turnover
achieved with the product. For instance, the Ap-
peal Court Dusseldorf®® applied in matter a scaling
starting from a turnover which exceeded 13 Mio,
i.e. for the turnover below 13 Mio, the full royalty,
from 13 Mio - 25 Mio only % of the royalty rate,
from 25 Mio - 50Mio only 2 of the royalty rate,
above 50Mio only V4 of the royalty rate had to be
paid. This is only an example. The case law gives
examples where a scaling was applicable starting
from even significantly lower turnovers (1.5 Million).

— Plurality of Patents: A further aspect which has de-
creasing effect on the royalty rate is the question
whether other patents are used by the concerned
product. If a plurality of patented inventions applies
to a particular product, German courts consequent-
ly decrease the royalty of the different individual
inventions.

Other Methods: Benefit to the employer or esti-
mation of the invention‘s value

Another (rarely used) method which can be taken for
calculation the employee s compensation is based
on the benefit to the employer relating to the inter-
nal cost savings that the employer can achieve as a
result of the invention. This method is most useful in

Calculation Methods

License analogy Benefit to the employer

Appropriate if the invention Appropriate method for

can be allocated to the manu- innovations and improvements
facture and sale of products. that can only be realised

This is the most commonly within the company and have

used calculation method. no direct effect on turnover or

sales.

Estimation of the
invention‘s value

Useful in cases of cross-

licensing where the value of
the patent cannot be measu-
red by a royalty income.

52 Federal Court of Justice, X ZR 71/86, GRUR 1994, 271, Vinylchlorid

% InstGE 4, 165, 181
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cases where the invention consists of technical im-
provements that can only be realised within the com-
pany and therefore the license analogy method would
not furnish a meaningful value.

The third (also rarely used) method is based on a
free estimation of the value of the invention. This cal-
culation method may be used where the value of the
patent cannot be measured by a real royalty income.

5.2.4.3. Example

The following simple formula can help with calculating
the compensation on the basis of the commonly used
Licences Analogy method. The example does not:
ExA=C

C=Compensation of the employee:
If there is more than one employee-inventor, C has to
be shared according to their respective contributions.

5 6 7 8 9 10 11 12

atb+c 3 4
2 4 7 10 13 15 18 21 25 32

13
39
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E=Value of the invention:

E makes reference to quotient of the reference base
(see above) and the reasonable royalty. If the refe-
rence base refers to the value of the whole product,
the revenues of the net sales price have to be multi-
plied with reasonable royalty which price usually paid
for the invention on the market (turnover x reasonable
royalty). The right royalty rate depends on many fac-
tors (see above). If the product is sold in high num-
bers, the employer may apply a slide scaling to the
royalty rate, with decreasing effect.

A=Contribution factor:

The contribution factor depends on the circumstances
surrounding the tasks that led to the invention, how
the problem was solved and the employee’s role and
position in the company. This factor is inherently open
to dispute. Average factors range between 10 to 20 per
cent. Reference can be made to the following point scale:

14 15 16 17 18 19 (20)
47 55 63 72 81 90 (100)

(p)
[%]

The following sub-factors of A (a+b+c) are used to
assess the quantity of points (p). Each quantity of
points corresponds to a percentage (such as 6 p =
10 per cent).

(a) Contribution of the employee (1-6 points):

The employer sets the problem, but also gives the
employee specific instructions as to the method he
or she needs to employ to solve the problem (low
number of points, e.g., 1p).The invention lies outside
or is far removed from the employee’s usual area of
responsibilities and he or she solved the problem
independently (high number of points, e.g., 6p).

(b) Contribution of the company (1 to 6 points):
To what extent does the employee rely on company
resources to solve the problem? The less the com-
pany contributes, the higher the number of points.

(c) Position of the employee within the company
(1 to 8 points):

Employee’s Inventions — 2019

The more the employee is involved in research and
development, the lower the number of points.

Case:

Inventor discovered the problem to be solved on his
or her own: However, he knew of shortcomings in the
company which led him to the problem: a = 2
Inventor found solution using a combination of indivi-
dual knowledge and company resources: b = 2
Inventor holds a university degree and is a research
assistant in the company: ¢ = 4

a + b + ¢ = 8 = Contribution Factor 15 per cent.
In total this would lead to compensation of 15
per cent of the reasonable royalty rate.

Practice Note
Of course, compensation needs to be assessed on

a case-by-case basis. The formula above is only to
be used as a guide when calculating a payment.
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