10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

I N THE SUPREME COURT OF THE UNI TED STATES

e e e o .ol ox
BOARD OF TRUSTEES OF THE LELAND
STANFORD JUNI OR UNI VERSI TY
Petitioner : No. 09-1159
V.
ROCHE MOLECULAR SYSTEMS, | NC.,
ET AL.
e o o o oLl Lol ox

Washi ngton, D.C.

Monday, February 28, 2011

The above-entitled matter canme on for oral
argunent before the Suprene Court of\the United States
at 11: 07 a.m
APPEARANCES:

DONALD B. AYER, ESQ , Washington, D.C.; on behalf of
Petitioner.

MALCOLM L. STEWART, ESQ., Deputy Solicitor General
Departnment of Justice, Washington, D.C.; on behalf of
United States, as am cus curae, supporting
Petitioner.

MARK C. FLEM NG, ESQ., Boston, Massachusetts; on

behal f of Respondents.

1
Alderson Reporting Company



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

CONTENTS

ORAL ARGUMENT OF PAGE
DONALD B. AYER, ESQ.

On behalf of the Petitioner 3
ORAL ARGUMENT OF
MALCOLM L. STEWART, ESQ.

On behalf of United States, as am cus

curae, supporting the Petitioner 17
ORAL ARGUMENT OF
MARK C. FLEM NG, ESQ

On behal f of the Respondents 27
REBUTTAL ARGUMENT OF
DONALD B. AYER, ESQ.

On behal f of the Petitioner 56

2
Alderson Reporting Company



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

PROCEEDI NGS
(11: 07 a.m)

CHI EF JUSTI CE ROBERTS: We will hear
argunment next this norning in Case 09-1159, the Board of
Trustees of Stanford v. Roche Mdl ecul ar Systens.

M. Ayer.

ORAL ARGUMENT OF DONALD B. AYER

ON BEHALF OF THE PETI TI ONER

MR. AYER: Thank you, M. Chief Justice, and
may it please the Court:

The Bayh-Dol e Act sets forth a conprehensive
di sposition of rights in inventions nade by nonprofit
organi zations and small business organi zati ons under
Federal funding agreenents. That diéposition
specifically defines the rights of inventors and it puts
themin the third position behind the contractor, the
nonprofit contractor, and behind the governnent, and
specifically says that the inventor may only receive
rights -- that is to say, take title -- when the -- when
the contractor has declined to take title or defaulted
in sone respect, and the government itself has -- has
| i kewi se declined to take title.

In this case Roche's sole claimrests on an
assignnment froman inventor who was at that tinme | think

wi t hout question a Stanford enpl oyee who was wor ki ng on
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a project under a Federal funding agreenent.

JUSTI CE SOTOVAYOR: What if the inventor had
not been an enployee? |If it had been an i ndependent
contractor who was working in conmbination with the
uni versity, how does this automatic vesting --

MR. AYER: Well, Your Honor, the act deals
specifically with independent contractors, and -- the
regul ations at | east do. And they indicate that the --
that the contractor in that instance, if in fact working
on a Federally funded project, would step into the shoes
of the contractor. But | don't believe it would affect
the outcone in ternms of whether it would be a Bayh-Dol e
i nventi on.

The -- the critical fact\here is that the
I nvent or was wor ki ng on a project that was already
funded, his work at Cetus was part of that project. And
then that result was --

JUSTI CE GI NSBURG. That seens to be a
factual dispute, so maybe you can be clear on that.
According to Cetus or Roche, at the tine that this
scientist came to Cetus to work, there was no Federa
fundi ng; that that Federal funding for this project, the
Stanford project, canme about after the scientist had
spent his 9 nonths at Cetus. At least that's the

pi cture that -- that they draw, that the Federal -- that
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t hey got their assignnent fromthe scientist at a tine
when there was no Federally funded project.

MR. AYER: That's what they say, Your Honor,
and I would submt that is plainly not correct. W deal
with this at pages 21 and 22 of our yellow brief, and we
specifically talk about the fact -- there's several
critical facts here. One is that the article which was
witten about the work at Cetus, the JID article at page
135 of the joint appendix, specifically has a footnote
i ndi cating that the work reported on -- that is the work
at Cetus on the assay -- was funded by the two specific
grants in issue.

Dr. Merigan, who is the head of the |ab at
Stanford that Dr. Hol odniy worked in; talks in his
decl aration at 98 and 99 of the joint appendix --
specifically tal ks about how Dr. Hol odniy's work was
part of the AIDS research center at Stanford and part of
an AIDS clinical trial at Stanford, and all of that work
was federally funded.

JUSTI CE SCALI A:  Just -- just as a
hypot heti cal, suppose -- suppose it was as Justice
G nsburg suggested; or indeed suppose this individual
even before he was enployed by Stanford at all, nuch
| ess enployed by a Stanford project funded by the

Federal Governnent, entered into this kind of an
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agreenment with sonmebody that he had been working for.
How -- how would it --

MR. AYER: Well, | think you have to | ook
very carefully at the facts, and | don't want to speak
| oosely and categorically about the facts, but what --
what | will say is that in a situation where -- and this
Is very clearly true -- in a situation where prior work
is done by persons who are, to start with a clearer set
of facts, not affiliated with the university, and
they -- let's say that person conceives of an invention,
and that |later the university takes that conception of
an invention and reduces it to practice. The conception
by a person who is not a university enployee, if -- if
there's no university person involved in the conception,
then it can't be an invention of the contractor, because
you can't be an inventor w thout being part of the
concepti on.

So that's a variation on Your Honor's -- on
Your Honor's question, but it's a -- it's a clear
exanpl e where Bayh-Dol e woul d not apply.

JUSTI CE SCALI A: How does that change when
you -- when you alter the hypothetical so that he was
al ready an enpl oyee of Stanford, but was not working as
an enpl oyee of Stanford when he was at this other

conpany? You could still say that -- that Stanford was
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not the inventor.

MR. AYER: Well, you would -- you -- | think
you are now in a zone where one of the things that has
to be considered is the equitable character of any
assignment of a future interest, that is to say a future
i nvention. Because if in fact what was assigned was, as
here, the possibility that there m ght at sone future
time be an invention, then equitable considerations cone
into play; and one of the equitable considerations we
think the one that is of paramount significance, is the
fact that the Congress of the United States has said in
t he context of Bayh-Dole that when the United States
i nvests noney in research, it wants certain things to
happen that are very carefully set odt inthe -- in the
Bayh- Dol e Act.

JUSTI CE KENNEDY: Could you tell nme, assune
no Federal act, let's just talk about two -- or parties
that are not involved with the Federal Governnent.
| nventor agrees to assign to A; then inventor --

i nventor in fact assigns to B; then A gets the patent --

MR. AYER: Well, it depends what's assigned,
Your Honor. If -- if Bis a bona fide to purchaser
under 35 U.S.C. 261, then B would prevail. [If B is not

a bona fide purchaser, and that can only apply under

261, where you are dealing with an assignnment in | aw of
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a patent or a patent application, then | think you are
in the difficult zone where there are two conpeting
interests in the future possibility of an invention; and
| don't know that | can, wi thout knowi ng all the facts,
even intelligently try to tell you what would end up
happeni ng.

JUSTI CE KENNEDY: In this case, if you do
not prevail on your principal argunment, have you
preserved the point that the assignnment to Cetus was
contrary to public policy?

MR. AYER | think we have, Your Honor. |
think -- essentially | would say, frankly that that
s --

JUSTI CE KENNEDY: But thé court of appeals
didn't seemto discuss that.

MR. AYER: Well, | think that is at the
heart of -- of our -- of our core argunent and of the
governnment's argunment, and it is that, as the trial
court here held, and as we've said in our brief several
times, the inventor, because he is working here at the
time of the assignment on a Federally funded project as
an enpl oyee of Stanford University, is essentially
wor ki ng on sonet hi ng covered by Bayh- Dol e; and bei ng
covered by Bayh-Dol e neans that he | acks the power to

transfer title to this future invention to soneone el se
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because the statute has already spoken for it.
JUSTI CE GINSBURG: M. Ayer, it seens the
Federal Circuit enphasized a distinction between the

scientist saying "I will assign,"” which was the | anguage
used in the agreenent with Stanford, and "I hereby do
assign," and it seens that that was critical to the --
to the Federal Circuit's decision.

They say -- they cite a whole bunch of
cases. The suggestion seens to be that if Stanford had
said "I hereby do assign,"” there would be no case
because Stanford woul d have been first in tine.

MR. AYER. Well, one interesting thing about
that discussion is that the very first case that we know
anyt hi ng about, that we're aware of,\naking t hat
di stinction and relying upon the imedi ate effect of an
assi gnment using the words "I hereby assign,” was the
Fil nTec case in 1991. That was 2 years after the events
in this case, so how was Stanford supposed to know t hat
that fine distinction was going to be made?

We think the critical -- the critical issue
here is whether the inventor, while working on a
federally funded project as an enpl oyee of the
contractor -- and there's no doubt that his work at

Cetus was part of his Stanford research. All you have

to do is | ook at pages 16a to 18a of the petition
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appendi x for the court of appeals decision or pages 62a
and 69a for the district court opinion. |It's perfectly
clear that everyone knew he cane to Cetus to advance his
work on his Stanford research, which was in fact funded,
as we show at pages 21 and 22. And the Bayh-Dole --

JUSTI CE ALI TO. \What have universities been
doing for the last 30 years? Have they been proceeding
on the assunption that title to inventions vested in
them automatically or have they been very careful about
getting assignnents fromall of their enpl oyees?

MR. AYER Universities, and -- and | think
everybody engaged in research, is generally careful.
They have policies in place to get assignnents, and
there are | ots of reasons why that mbuld be true. It
was true before the Bayh-Dole Act. It's a -- it's a
w se and prudent practice to have an understanding with
your enpl oyees about who is going to own what.

JUSTI CE KAGAN: Do those policies ever
di stingui sh between Federally funded projects and
Non- Federal | y funded projects?

MR. AYER: | don't -- | don't know about the
uni verse of them | -- | know that the -- that the
Stanford policy in this case relevant at this tinme was a
policy that indicated enployees could retain title in

many i nstances, but not where Federal |aw, applicable
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| aw, says that they can't retain title; and in that
sense they do.

But those policies | think are very
clearly in virtually every case | know anyt hi ng about
policies that are signed by an enpl oyee pretty nuch the
day they walk in the door, as |I think was the case here
with Dr. Hol odniy back in 1988. And it's a general
under st andi ng of what the expectations are, and | don't
want to here be heard to say at all that we think this
Is an unwi se thing or that it isn't a good thing that it
goes on. It's a very good thing that it goes on,
because people need to understand what the situation is.

The critical issue is whether, in the event
that that fails to happen for sone réason or that there
is a slip-up here where a fellow going to visit
sonewhere on the first day there has sonmething put under
his nose called a visitor's confidentiality agreenent
whi ch he happens to sign, and down in paragraph 2 it
tal ks about assigning away everything that he ever m ght
do as a consequence of this.

The point is that in that situation you

can't have the interest of the United States, which is

the critical paranmount interest in this case -- | want

to make that very clear. It's the interest in the

United States when it spends mllions and billions of
11
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doll ars on research in having that research handled in a
certain way, having the fruits of it dealt with in a
certain way and having it go where Congress says it
should go. Now, the critical --

JUSTI CE SOTOVAYOR: Don't you think that
t he --

CHI EF JUSTI CE ROBERTS: Well, in theory --
mean, you're cloaking yourself in the interests of the
United States, but we're going to hear fromtheir |awer
shortly.

MR. AYER Right.

CH EF JUSTI CE ROBERTS: Do you ever have
different arrangenments with respect to the assignnents
dependi ng upon who the researcher isé | mean, | suppose
-- | would have supposed there are very prom nent
researchers that you would |ike to have at Stanford, and
you would be willing to negotiate |less than a
requi rement of full assignment of their inventions in
order to -- to get that person there.

MR. AYER: | don't know -- | wouldn't tell
you categorically --

CHI EF JUSTI CE ROBERTS: In other words,
you'd be willing -- wouldn't you be willing to sell the
Interests of the United States down the river to get --

to advance your interests?

12
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MR. AYER: Well, we would not, | think, be
wlling, and I wouldn't think anybody would be willing,
to break the law. And we would submt that that's
what's goi ng on here.

CHI EF JUSTI CE ROBERTS: Well, but | thought
the | aw neant that the United States got whatever
I nterest the contractor got, right? And if -- it
doesn't say what the contractor can or can't do with
respect to the enployees it has.

MR. AYER: The statute -- the statute
defines a universe of covered cases which are inventions
of the contractor, which we think the other side uses
t hose words to argue that -- that inventions of the
contractor are only the ones the -- fhe contractor
al ready owns by virtue of --

JUSTI CE SCALIA: Plus the word "retained,"
don't forget that, too.

MR. AYER: Right. Those two provisions are
essentially their argunment for narrowi ng the universe of
i nventions that is covered.

And | want to just say at the outset, the
critical thing about narrowi ng the universe of
i nventions covered is that it narrows the universe of
I nventions in which the governnent's rights to, nunber

one, itself receive title under several provisions of

13
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the act; number two, itself to enforce a whole series of
requi rements under 202(c)(4), (5), (6), (7) and a
variety of other provisions, to itself march in and do

t hi ngs.

VWhen you define out of that category
i nstances where inventions exist and were produced with
Federal noney, then you're limting the coverage of the
governnment's interests. But on the two provisions at
I ssue, we think clearly they do not nean what the other
side says they mean. The word "invention of" someone is
conventionally understood, if you hear the light bulb
was an invention of Thomas Edi son, you don't think
Thomas Edi son owns the patent; you think he invented it.
The sane thing is true. Even though\--

JUSTICE ALITO  There are two things that
cut very strongly against your argunent. | mean, there
are many things that cut in favor of it, but the two
things that seemto ne to cut pretty strongly against
your argunent are: First, that it has |ong been the
rule that inventors have title to their patents
initially, even if they make those inventions while
wor ki ng for sonebody el se.

And the second is that you are relying on a
provi sion that says that the nonprofit organization may

elect to retain title, which neans hold onto a title,

14
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that the -- the organi zation already has. There's just
no accepted definition of the word "retain" that
corresponds to the neaning that you want to assign to
that word. "Retain" does not mean obtain.

MR. AYER: Thank you, Your Honor. Can
answer? Basically, what | would say is, on the first
point: You're quite correct, obviously, that that's the
general rule, that inventors receive title. However,
just in this case, in this fact pattern, the array of
so-called vesting statutes that predated the Bayh-Dol e
Act throughout the 30 years in between are statutes that
specifically, in nmost instances w thout any discussion
of an assignnment, sinply vested title directly in the
United States. So Congress clearly Had t he power to do
that, and they did it, and no one ever seriously argued
that they couldn't.

JUSTI CE SCALI A: But this isn't vesting it
in the United States. This is -- this is speaking of
the -- the university retaining title. |If -- if the
government was going to nmake such a huge change from
normal patent |aw where the inventor owns his invention
until he assigns it to his enployer, why wasn't that set
forth clearly? Al they needed was one paragraph.

MR. AYER: Well, Your Honor --

JUSTI CE SCALIA: It says when you' re worKking

15
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on a -- on a governnent-funded project, you have no
right to your invention as an -- as an enployee. It
automatically vests in the -- in the university. |

woul d have expected that to be set forth very clearly
if -- if they were maki ng such an i mense change in
patent | aw.

MR. AYER: Well, Your Honor, | would take
exception to how imense it is, given the prior history
I n which the governnent sinply took title to these very
same inventions.

But on the issue of the meaning of the word
"retain," that's actually a word that has a | ot of
potential connotations. The one thing we can be sure of
here w t hout any doubt is that it doésn't mean that you
had to have ownership before, because in section 202(d)
of the act, the act specifically tal ks about the
I nventor's opportunity to itself be considered for
retention of title, and everyone agrees that that phrase
I's one that never applies when the inventor already has
title. So "retain" doesn't nean that.

We woul d submit that what the word "retain”
means is --

JUSTI CE SCALI A: Excuse me. | lost you. Go
over that again.

MR. AYER: Ckay. 202(d) --

16
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JUSTI CE SCALI A: Yes, where is that?

MR. AYER: 202(d) is -- is the section --
where is it in the -- okay. It is -- it is on page 9a.
And it says that if a contractor does not elect to
retain title -- 9a of the blue brief, |I'"msorry.

JUSTI CE SCALI A: Got you.

MR. AYER: -- "does not elect to retain
title to a subject invention in cases subject to this
section, the Federal agency nmay consider and, after
consultation with the contractor, grant a request for
retention of rights by the inventor."

On 38 of the red brief, you wll see the
ot her side vehenently arguing that that only applies
when the inventor doesn't have title\to start with. So
you can't have "retain" mean one thing in one place and
pl ace -- and one thing in the other.

Your Honor, if I could, |I would |like to save
the rest of ny tine.

CHI EF JUSTI CE ROBERTS: Thank you, counsel.

M. Stewart.

ORAL ARGUMENT OF MALCOLM L. STEWART,
ON BEHALF OF THE UNI TED STATES, AS AM CUS CURI AE,
SUPPORTI NG THE PETI TI ONER
MR, STEWART: M. Chief Justice, and may it

pl ease the Court:

17
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As the Chief Justice's question suggests,
al t hough Stanford and the governnent's interests are
aligned in this case, that won't invariably be so, and
t he governnment has perhaps different reasons for
supporting the same position that Stanford is
supporti ng.

JUSTI CE KAGAN: M. Stewart, could | ask you
just a factual question?

VWhen t he Federal Governnment contracts with
uni versities or other nonprofits, does it require those
universities to get assignments fromtheir enpl oyees?
And if so, how?

MR. STEWART: The governnment-w de regul ation
that -- which was pronul gated by the\Departnent of
Comrerce and which identifies certain things that should
be in the funding agreenents, it does not require an
assignnment of title fromthe university's enpl oyees.

The regul ation does require the university
to make assurance -- give assurances that it has
contractual obligations fromits enployees to cooperate
in filing the docunments necessary to process a conpl eted
patent application. But that would be necessary --

JUSTI CE KAGAN: So why doesn't the Federal
Governnent just require assignments from enpl oyees to

the university?

18
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MR. STEWART: Well, under our theory --
first, under our theory it wouldn't be necessary,
because the statute itself would give the university
title. And second, under Respondent's theory | think
there is a substantial doubt whether it would be
perm ssible. That is, Respondent's vision of the
Bayh- Dol e Act is that Congress inposed el aborate
requi rements on inventions as to which the contractor
has obtained title fromthe researcher, but that
Congress left entirely to private ordering, was
indifferent as to whether the contractor took title in
the first instance.

And if that view of the statute were
accepted, there would at | east be a éubstantial doubt
whet her the Commerce Departnent could pronul gate
regul ations that would validly require the contractor to
do sonet hing that, in Respondent's view, Congress |eft
to private ordering.

Now, | don't want to argue that point too
vi gorously, because certainly, if this Court holds that
assignnments fromthe inventors are required, we would
li ke to have the opportunity to require the contractor
to get them but it isn't clear to me how you woul d get
there if Respondent's view of the statute were accept ed.

JUSTI CE SCALI A: | don't understand that.

19
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VWhy can't the Federal governnment just say: We're not
going to fund your project unless you get assignnents of
i nventions by all the enployees working on it? MWhat's

t he probl enf

MR. STEWART: We would certainly like to
have the opportunity to do that, but to use an anal ogy,
t he Bayh-Dole Act is triggered by voluntary choices of
smal | busi nesses and nonprofits to accept Federal funds.

JUSTI CE SCALIA: And by -- and by the
Federal O voluntary decision to provide funds. | nean,
certainly you can condition your grant of funds on that.
| -- I really don't see the problem

MR. STEWART: If -- certainly if this Court,
as | say, holds that the -- an assigﬁnent fromthe
i nventor is required, then we would like to be able to
have regul ations that would require that to be done. As
| say --

JUSTI CE SOTOVAYOR: Does the -- as a
practical matter, when a university is seeking a patent,
doesn't it have to identify the inventors and get
their -- proof of their assignnment before it can claim
ownership of the patent?

MR. STEWART: Well, typically it would -- it
woul d certainly have to identify the inventors on the

patent application, and typically the university

20
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would -- whether it felt an assignnment was |legally
required or not, it would attenpt to --

JUSTI CE SOTOVAYOR: That's a different
question than m ne.

MR. STEWART: It would --

JUSTI CE SOTOVAYOR: Does the Patent O fice
require the assignnent for purposes of show ng ownership
of the patent?

MR. STEWART: Not -- in nobst cases, but not
necessarily. There's a provision of the Patent Act, 35
U.S.C. 118, which says that if an inventor refuses to
execute an assignnment or cannot be found after
reasonabl e diligence, a person to whomthe patent
application has been assigned or to QMOn1the I nvent or
has prom sed to assign it, or sonme other person with a
sufficient proprietary interest in the invention, can
file its own patent application. It wll identify the
i nventor as the inventor, and it will provide
docunent ation that establishes its own interest in the
i nventi on.

And this is the kind of thing that we m ght
I n some instances have to do with respect to Federal
enpl oyees. That is, there's an executive order that
says basically as a condition of Federal enploynent, if

you conceive -- if you create or conceive an invention
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on the job, it -- the Federal Governnent is entitled to
take title to it.

JUSTI CE SOTOVAYOR: Could | ask -- that all
sounds to ne |like there's an assunption about
assi gnnents, even in the patent law, that you -- the
section that you just recited to nme says a pronmise to
assign will get you an assignnent if the inventor won't
give it to you.

MR. STEWART: It could be a -- | nean, there
are two different things. It could be a promse to
assign at the formation of the enploynment arrangenent,
where the enployee is not -- doesn't necessarily have in
m nd any particular invention, but he exercises a
contractual commtnent to assign to fhe -- to the
enpl oyer at a | ater date.

JUSTICE GINSBURG: |s that what we're
dealing with in this case? | nean, there was a -- an
agreenent, a standard Stanford agreenent, that said
w |l assign any -- any patent.

MR. STEWART: He agreed to that, and he al so
agreed that he would not enter into any other
arrangenent that placed himin conflict with the
agreenment he had made --

JUSTI CE G NSBURG. So why isn't that the

begi nning and end of this case? | nmean you -- there are

22
Alderson Reporting Company



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

i nportant questions presented. But the Federal Circuit
said everything turns on the difference between "I wll
assign” and "I hereby assign."”™ Cetus would have cone
second in tinme, therefore would not have prevail ed over
Stanford, but for, except, the Federal Circuit said, one
is a future conveyance and one is an i nmedi ate
conveyance. You know - -

MR. STEWART: Leaving aside the question of
whet her that is right or wwong is a matter of contract
law, our viewis it was not within Stanford's power to
essentially convey to the inventor or allow the inventor
to retain title, and that's clear in a couple of
different respects. The provision that M. Ayer was
readi ng, section 202(d), says that if t he contractor
does not elect to retain title, then the inventor can
make a request for retention of title, which the agency
w ||l consider after consultation with the contractor.
So the statute doesn't say to the contractor --

JUSTI CE KENNEDY: Well, but Justice
G nsburg's question, and | have the same concern, is
that why can't we resolve this case in a sinple way?
What you're asking for, based on subm ssions to us of
amci, of am cus briefs, neans a very great change in
how -- how -- how patents are held. If we can resolve

this case on a sinple contract basis, why not do it?
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MR. STEWART: Well, I -- if the Court were
to hold that the agreement made with Stanford took
precedence over the contractual comm tnment to Cetus,
based either on general contract |aw or on the view that
Bayh- Dol e woul d prohibit the enforcenent of the -- of
t he agreenent with Cetus under these circunstances, that
woul d satisfactorily resolve the case fromthe
governnment's perspective. The one --

JUSTI CE KAGAN: M. Stewart, do you know, is
this a Stanford-specific problemor is it a nore general
problen? 1n other words, are there many universities
t hat have agreenents |ike Stanford's that would be
subject to the Federal Circuit's ruling? O is this
just an exanple of one university thét unf ortunately has
a bad agreenent?

MR. STEWART: | think there are probably a
| ot of universities that use this |anguage, and indeed,
as one of the am cus briefs points out, it's very
natural to distinguish between a present assignnent and
a promse to assign in the future with respect to an
i nvention that now exists. It seens a little ethereal
to distinguish between a present assignnment of an
i nvention that has not yet been created and an agreenent
to assign that in the future.

Now, certainly universities could change
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their contracts if that was what was necessary. | think
one of the concerns that the governnment has, and this
was hinted at by the Chief Justice's question, is that
we're -- we're worried not just about what can be done
to universities, but what universities could do to us.
That is, it's standard university practice to say

enpl oyees agree to assign their inventions to the
university, and the two parties will divide the
royalties; and if that is done, then even under
Respondent's view it becones a subject invention; and
the university's commercialization of the invention is
subject to all the requirenents of Bayh-Dole. The
gover nnent --

JUSTICE ALITO  Isn't it\the case that at
| east sonme conponents, possibly many conponents, of the
Federal Government for the |ast 30 years have been
proceedi ng on that assunption that assignnments were
necessary? The grants here were -- were fromNH, isn't
that right?

MR. STEWART: Ri ght .

JUSTICE ALITG  And one of the am cus briefs
poi nts out that the NIH conpliance guidelines say by | aw
an inventor has initial ownership of invention; however,
awar dee organi zations are required by the Bayh-Dol e Act

to have in place enpl oyee -- enpl oyee agreenents
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requi ring an inventor to assign or give ownership of an
I nvention to the organization --

MR. STEWART: -- well, the -- the NIH
docunent is internally inconsistent, because it says at
the beginning that title passes automatically to the
uni versity, but then, as you say, it states later on
that an assignnent is required, but that the contractor
is required to get it.

And | think sone people have proceeded on
t hat assunption because it never -- so long as
assignnments were in place and were enforceable, it never
really mattered whether they were needed.

But to continue ny answer to Justice Kagan,
| wanted to point out, under Respondént's t heory,
uni versities could make a conscious, cal cul ated deci sion
that, rather than obtain an assignment for their
I nventors, they would sinply agree with the inventor
that royalties would be split in -- in the same nmanner
as previously, but that the inventor would retain title
and, perhaps with the assistance of the university's
t echnol ogy transfer office, would negotiate with
comercial entities. And the effect would be to
contract around Bayh-Dol e; commercialization could occur
w t hout conplying with any of the prerequisites.

CHI EF JUSTI CE ROBERTS: Thank you, M.
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Stewart.
M. Flem ng.
ORAL ARGUMENT OF MARK C. FLEM NG
ON BEHALF OF THE RESPONDENTS

MR. FLEM NG M. Chief Justice, and may it
pl ease the Court:

The Bayh-Dol e Act had the | audabl e objective
of taking inventions off of governnent shelves and
putting theminto the market, and it succeeded; but it
did not change the | ong-standing rule dating back to
this Court's decisions in Hapgood and Dubilier that
title to an invention vests in the inventor, subject to
assignnment, not in the inventor's enployer. W submt
that, in light of this long-settled fule whi ch Congress
nowhere purported to change, the Act should be given its
strai ghtf orward meani ng.

CH EF JUSTI CE ROBERTS: Is there a reason
that the Federal Governnment can't just say, from now on
we're not going to give any noney to Stanford or anybody
el se until they have an agreenment making clear that the
i nventor is going to ensure sure that title rests with
the university, which then triggers the Bayh-Dol e Act?

MR. FLEM NG M. Chief Justice, | know of
no reason why the Federal Governnent cannot make that

requirement. In fact, in the case of Fil mlec v.
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Hydranautics, a Federal Circuit decision, the decision
reflects that the Federal agency there did exactly that.

CHI EF JUSTI CE ROBERTS: So you have no
problem-- | mean, M. Stewart is being careful for his
client, but you're confortable with the idea that the
government coul d i npose that, even though there's
nothing in the statute that requires it, and even though
sonebody coul d argue that the statute's sonewhat
I nconsistent with it, in the -- in the sense that it
wants to pronote commercialization

MR. FLEM NG As far as | know that has
never been litigated, but |I know of no reason why a
Federal agency couldn't say to a contractor, we want to
be absolutely certain that the assunﬁtion t hat underl ay
not only Bayh-Dol e contracting, but contracting going
all the way back to Attorney General Biddle' s report in
1947, that everyone assuned was in place, which is an
assi gnment from an enpl oyee, whether it's a Federally
funded invention or a privately funded invention --

JUSTI CE BREYER: Well, though --

MR. FLEM NG -- would go to the contractor.

JUSTI CE BREYER: Well, that's where |
exactly am | nean, the -- the brief that | found very,
very interesting is that filed by the Associ ation of

Ameri can Universities and the Advancenent For Sci ence
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and the Council on Education, and they seemto take the
line that you are -- | don't know how far you want to
pursue it.

They say the strongest analogy is with
gover nnment enpl oyees, and if you | ook at gover nment
enpl oyees the basic rule is, the Federal Governnent paid
for it, they should have the invention. And the way
they do it is not to deny the enployee the right to have
the invention, but they insist upon an assignnent,
assi gnnment of an exclusive |icense.

And there are cases which are cited here
t hat suggest that, even if the enployee tries to run his
way around that and sinply goes and before the
governnment can get it assigns the inferest toathird
party, that that third party assignnent is void as a
matter of public policy; and that the assignnent to the
governnment of the exclusive right is valid as a matter
of law, a legal inplication fromthe executive order in
t he circunstance.

That brings ne back to where Justice
G nsbhurg was, and Justice Kennedy. The analogy is so
strong. The governnent has paid for it. There is a
statute here that really seens to assune, though not
explicitly say, that the universities will have title --

that we sinply copy what happened in this other area and
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say that an effort to assign by the enployee in
contravention of what this statute takes as its basic
assunmption, and a contract, is void as a matter of
public policy, because the exclusive |icense is assuned
to be assuned -- to be assigned to the university,

t hough I don't need the second part; for this case, the
first part suffices.

MR. FLEM NG Justice Breyer, let nme begin
wth the assunption that | agree underlies the AAU brief
about the situation with respect to governnment
enpl oyees. Actually, | think the situation of
gover nnment enpl oyees supports our side, because, as this
Court ruled in Dubilier, just because the governnment
pays for an invention does not nean fhat it
automatically owns it.

In Dubilier, there were enpl oyees of the
Bureau of Standards who came up with particul ar
i nventi ons and they got patents on them and the
governnent said: W own that because these are
governnment enployees. And this Court ruled that's not
the case. Governnment enployees are in no different
position from enpl oyees of private entities with respect
to ownership of their inventions.

JUSTI CE BREYER: |s that before the

executive order or after?
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MR. FLEM NG The executive order sinply
says that there can be regul ati ons where the enpl oynent
agreenent, which is essentially regulatory between the
governnent agency and the individual, can result in an
assignment fromthe individual to the governnment, just
as the sanme applies in private industry. Enployees sign
ei ther an agreenent to assign, as happened with
Dr. Hol odniy and Stanford here, or, as happened with
Cetus, there's a present assignnment of future expected
I nterest.

CHI EF JUSTI CE ROBERTS: Well, but the
problemwth --

MR. FLEM NG |I'msorry, M. Chief Justice.

CHI EF JUSTI CE ROBERTS: Are you finished
answering Justice Breyer?

MR. FLEM NG  What | was going to say is
that there was no rule of automatic vesting of title,
which is what --

JUSTI CE BREYER: No, no. | understand that.

MR. FLEM NG  There's a requirenment of an
assignment. And the regul ations actually give the
gover nnent enpl oyee the right to refuse to assign an
i nvention to the governnent, and there are appeal
procedures, as set out in many of the regulations. W

quote the Air Force regulations in our brief, but there
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are many others, where it's possible that the enpl oyee
wll wind up retaining his rights to an invention that
was nmade, even though he's a governnment enpl oyee.

JUSTI CE BREYER: And if the enpl oyee seeks
to assign to a third party in contravention of his
agreenent, rules and regul ati ons, et cetera, what
happens to that assignnent?

MR. FLEM NG Well, there can be -- it
depends on the facts, Justice Breyer.

JUSTI CE BREYER: The facts are that he was
supposed to give it to --

MR. FLEM NG  There could be a situation
where there's an order to reassign, as there was in the
Hei nemann case. \

JUSTI CE BREYER: No, there's no -- what
there is, is an agreenent with the governnment that says
any invention you will assign to the governnment. That's
t he agreenent.

MR. FLEM NG Unh- huh.

JUSTI CE BREYER: And now, in violation of
t hat agreenent, he assigns it to a third party. \What
happens to that assignnment?

MR. FLEM NG  The question will be whet her
t hat assignnent can be void under ordinary equitable

principles, just as it said here.
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JUSTI CE BREYER: And what the Court said --
my reading of it, nust be yours -- is in the cases they
cite, that assignment to the third party is void as a
matter of | aw because it's contrary to public policy.
That was ny reading of it, and |I'm questioning you about
t hat because | m ght not have read it correctly.

MR. FLEM NG |'m not sure which case Your
Honor is referring to. |If it's the Heinemann case --

JUSTI CE BREYER: Well, you have -- you have
here L-1 v. Montgonery, Li v. Montgonery --

MR. FLEM NG  Wwell, Li v. Montgonery, is |
bel i eve --

JUSTI CE BREYER: Well, am | right or not in
your opi nion. \

MR. FLEM NG | -- | don't think so, Justice
Breyer. | think Li v. Montgonmery is the unpublished
decision of the D.C. Circuit, which has less than a
sentence of discussion of this. The only one in which
there -- this was actually covered in any respect |
think is the Hei nemann decision in the Federal Circuit.
But there, there was no assignment to a third party.

JUSTI CE SOTOVAYOR: How - -

MR. FLEM NG It was just a question whether
the -- I"msorry, Justice Sotonmayor.

JUSTI CE SOTOVAYOR: |Is there any conceivable
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reason that, under the Bayh-Dole Act, whose intent was
to protect the governnment's interests after it's funded
t he discovery or inplenmentation of an invention, that
Congress woul d have ever wanted the university and the
i nventor to be able to circunvent the act by failing to
secure an assignnment?

MR. FLEM NG The purpose of the act,
Justice Sotomayor, was to clarify the relationship
bet ween the contractor on the one hand and the Federal
governnment on the other on the basis of uniform
Federal --

JUSTI CE SOTOVAYOR: But frankly, every act
before this one -- actually, the IPA -- required that
t he contractor seek assignnents fron{inventors. Why
woul d this act omt such a critical termif it didn't
intend to vest title in the contractor?

MR. FLEM NG The answer, Justice Sotonmayor,
is given by the IPA which is: There was no need for
such a requirenent. Universities had shown that they
were perfectly able under existing |law --

JUSTI CE SOTOVAYOR: The governnment | ust
said -- if we say that the contractor and the inventor
can do what they want, what sane university wouldn't
enter into agreenments with enpl oyees letting the

enpl oyees retain title to their inventions and just
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sharing royalties thereafter? It wouldn't make any
sense for universities to do what you' re saying -- get
assi gnments -- because they could just continue taking
the bulk of the royalties.

MR. FLEM NG |If that were to happen,
Justice Sotomayor, the renedy that M. Stewart kept in
hi s pocket, which is that the agency would say to the
university: You're not getting any nore Federal noney
until we are assured that the assunption that has
under | ai d Federal contracting since 1947 and before is
in place, nanely, that --

CH EF JUSTI CE ROBERTS: But that m ght |ead
to the sane thing that the Bayh-Dole Act was intended to
get away from which is a variety of\different
arrangements across the vast array of governnent
agenci es, because they will have differing degrees of
interest, differing | everage with respect to what they
insist on fromthe different contractors.

MR. FLEM NG  Well, Congress, M. Chief
Justice, in the Bayh-Dole Act, was considered with a
particular type of uncertainty. It didn't do anything
and everything that could be argued to create
uncertainty in tech |icensing.

CHI EF JUSTI CE ROBERTS: Do you -- are you

aware of situations where the universities enter into
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different types of arrangenments with different types of
prof essors and researchers?

MR. FLEM NG  Certainly.

CHI EF JUSTI CE ROBERTS: Presumably sone of
t hem have greater degree of |everage than others and can
say: Look, you' ve got to make sure |I get this nuch of
the royalties, and I'"monly going to give you that nuch.

MR. FLEM NG Well, certainly there are
di fferent approaches, and that is the systemthat
Bayh-Dole left in place, which is that the relationship
bet ween the contractor and the inventor would be
governed under ordinary patent contract |aw principles.
M T and Caltech, for instance -- I'msorry, | was going
to answer the question with exanples; but --

CHI EF JUSTI CE ROBERTS: No, go ahead.

MR. FLEM NG MT and Caltech get present
assignnments of future interest. W cite those policies
in the brief. Stanford, for its own reasons --

JUSTI CE Gl NSBURG: The whol e thing that was

wrong here is that Stanford, instead of drafting the

agreenent "l agree to assign," should have said "I
hereby assign" and then there would be no case. |Is
that -- the Cetus agreenent said "I hereby assign,” and

the Federal Circuit said for that reason, even though it

was second in tine, it takes precedence. Stanford just
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said "I wll assign."”

So if Stanford had instead used exactly the
formula that Cetus used -- "I agree to assign and hereby
do assign" -- would you have any case?

MR. FLEM NG The question presented before
this Court would not be presented. There would be other
argunents we m ght have as to whether that earlier
assi gnnment was enforceable as against Cetus in |ight of
representations that were made at the tine Dr. Hol odniy
came in.

But Justice G nsburg, your question is -- is
sound, which is that there is this distinction between
an agreenent to assign and a present assignnment of
future expected interests. That has\been the |l aw for
decades. There are plenty of settled expectati ons based
on that. That has not been challenged, not in the
petition for certiorari, not in the opening brief of
Stanford, and it only cones up in a footnote on the
penul ti mate page of the reply brief. So I would
submt --

JUSTICE GINSBURG: So if the Cetus agreenent
that came second in tinme had said "I wll assign," then
agai n, you woul d have no case?

MR. FLEM NG The question presented here

woul d not arise, because the only effective assignnment
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of the invention would have been the assi gnment that

St anford got subsequently fromall three coinventors and
filed in the Patent Ofice in 1995, recognizing that it
couldn't sinply say: Bayh-Dole Act vests title in

Stanford, but rather, we need an assignnment, and it got

one.

JUSTI CE GINSBURG. We -- we have a nunber of
sanple clauses in this record, and sonme say "I wll
assign." Sone say "I hereby do assign."”™ The notion
that the -- that answer, who is it who | oses, should
turn on whether one drafter says "I agree to assign" and
t he other says "I hereby assign" does seem very odd.

MR. FLEM NG That's a distinction, Justice
G nsburg, that goes back to the Fedefal Circuit decision
in Arachnid by Judge Gles Rich, who is a notable
authority on the patent act. He relied on the Curtis
treatise from 1873. But if that were an issue that the
Court wished to reconsider, | think --

JUSTICE SCALIA: |Is that patent law or is it
regul ar contract |aw? Doesn't it apply in other fields
as well? | mean, I'm-- I'"mnot aware that this is a
pecul i ar doctrine applicable to patent | aw.

MR. FLEM NG No, not in particular. An
agreenent to assign is specifically that. |It's an

agreenent to do an assignnent in the future.
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JUSTICE SCALIA: To do it in the future. |If
sonebody el se gets an assignnent before that agreenent
is -- is executed, the assignnent prevails.

MR. FLEM NG That's --

JUSTI CE G NSBURG. Then we're tal king about
nonexi stent property; property that may never, in fact,
exi st?

MR. FLEM NG  That conmes fromthe Fil mlec
deci sion, which relied on Justice Storey's decision in
Mtchell, and it's used, again, by universities like
Caltech and MT that rely on the validity of a present
assi gnment of future expected interest.

| mean, | know that the issue of the
I nterpretation of agreenents to assidn was addressed in
the cert petition in ProStar v. IP Venture, which this
Court denied cert on three terns ago. But if this Court
were to wish to reconsider that doctrine, | would submt
it can be done in an appropriate case where there is an
am cus briefing on that issue. That's not been
consi dered here at all.

JUSTICE GINSBURG: So in the future, the
uni versities would be protected against a third party
sinply by changing the formof contract with their
enpl oyees to say "I hereby assign," so we would have no

continuing problen? 1Is that all this --
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MR FLEM NG | -- they -- they would be
protected fromthis particular constellation of facts
that came up in this case. There m ght be other
pr obl ens - -

JUSTI CE BREYER: Yes, and then your clients
woul d be out there arguing, oh, but you, see you can't
assign a future interests in the fruits from bl ack acre;
| mean, you can promise to do it, but black acre isn't
even around yet. And so when sonebody ran in and got
those fruits, well, then now we have a fight; and in | aw
t he second person wins, and in equity maybe the first
person can get an injunction. | don't know. But |
guess people would raise that kind of argunment, woul dn't
t hey? \

MR. FLEM NG  The point, Justice Breyer, is
that all these questions are resolved in the exactly
same way when we're not tal king about a federally funded
i nventi on. The Bayh-Dol e Act has nothing to say about
this.

JUSTI CE BREYER: So if fact --

MR. FLEM NG Those questions m ght be
rel evant --

JUSTI CE BREYER: The reason it's rel evant
you to, of course, if that's so, Senator Bayh and

Senator Dol e passed a | aw which could so easily be
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subverted by individual inventions and third-party
conpani es that there mght be a |large class of cases
where neither the university nor the governnent would
actually get nmuch of a benefit fromresearch that the
t axpayer had funded.

MR. FLEM NG | don't think that's a fair
I nference, Justice Breyer

JUSTI CE BREYER: Because?

MR. FLEM NG The fact that this has not
happened at all in 30 years of the Bayh-Dol e Act.

JUSTI CE BREYER: Because npst peopl e perhaps
t hought that they had made a valid assignnment.

MR. FLEM NG Well, in nost situations there
wll be a valid assignnment, but the fact that Stanford
here did not get an effective assignnent from Dr.

Hol odniy is no reason to read the Bayh-Dol e Act that
Congress did not intend to draft it. And --

CHI EF JUSTI CE ROBERTS: But it's just --

MR. FLEM NG ~-- it that it doesn't --

CHI EF JUSTI CE ROBERTS: ~-- it's not just
that there may or may not be an effective assignnent.
The problemis you may get together, you the inventor
get together with the university and say, |ook, the one
-- we share an interest in nmaking sure none of this goes

to the governnment. Why would we want to do that? So
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you make an arrangenent.

Your theory -- your theory is that whatever
the contractor gets is what the governnent can get and
not hi ng nore, so the contractor and you work out a deal
to make sure that the contractor doesn't get the
i nvention or the patent, it just gets royalties.

MR. FLEM NG | think --

CHI EF JUSTI CE ROBERTS: And they're happy
because they're -- the value of the patent is not
diluted by the fact that the governnent is going to be
doi ng sonething with it.

MR. FLEM NG | think in that situation, M.
Chi ef Justice, there would be other doctrines that the
governnent or a bona fide third-party pur chaser could
I nvoke, including section 261 of the Patent Act or a
| awsuit for a reassignnent, as is happening in Fenn v.

Yale or a --

CHI EF JUSTI CE ROBERTS: So at the end of the

day, though, your theory is that Congress passed a | aw
that could -- | guess this is Justice Breyer's point --
be easily circumvented not only by the inventor but by
the inventor and the contractor working together.

MR. FLEM NG It's not that it can be
circunvented. It's -- there are efforts, there are ways

in which if there is an inequitable assignnment, it can
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be attacked in equity.

CHI EF JUSTI CE ROBERTS: There's not hing
i nequi table about it. It's a perfectly fair dea
bet ween the university and the inventor.

M. Flem ng: |In that event the governnent
has all the renmedies that M. Stewart was tal king about.
As a matter of |everage, it could take the patent by
em nent domain, and just conpensation m ght be quite | ow
if in fact it has funded all of the research.

JUSTI CE SCALIA: It could refuse to fund.

MR. FLEM NG Absolutely, Justice Scali a.

JUSTICE SCALIA: It could refuse to fund
wi t hout a clear assignnent upfront.

MR. FLEM NG  That's quife right. What it
can't do is relitigate Dubilier and just say that
because we funded it, we own it. It doesn't make that
rul e even for Federal enployees. An assignnment is
required. | nmean, | think --

JUSTI CE KAGAN: Do you have an expl anati on,
M. Flem ng, of why it is that Congress left such a big
probl em of f the table?

MR. FLEM NG I --

JUSTI CE KAGAN: In other words, clearly
Congress was thinking about how to protect the

governnment's interests with respect to these patents,
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and to say, well, we have these interests with respect
to patents that the university owns, but we don't have
those sane interests with respect to patents that the
I ndi vi dual researcher owns, just seens bizarre.

MR. FLEM NG  There is an expl anati on,
Justice Kagan. Which is that the universities had shown
they didn't need a vesting rule in order to get title
fromtheir inventors, just the same as private industry
does not need a vesting rule to get title to
nonf ederally funded inventions. This was sonething that
Attorney General Biddle in 1947 --

JUSTI CE SOTOVAYOR: Sorry. They -- they do.
| mean, the general rule is that the inventor owns the
pat ent .

MR. FLEM NG  Correct, Justice Sotomayor.

JUSTI CE SOTOVAYOR: And there -- there is
proof that they can go into court, an enployer can go
into court and show that the inventor was hired for this
specific itemand the | aw woul d presune or recogni ze the
enpl oyer's rights; but why woul d Congress | eave all of
that up to the nature of the contract that the
university entered into with its inventors?

MR. FLEM NG  That's precisely what happens
In the context of Federal enployees, it's governed by

the enpl oynment relationship between the Federal
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Governnent and the enployee, and it was shown in the |IPA
system in the systemthat Attorney General Biddle

tal ked about in '47, that the assignment came under
ordinary patent law. There was no need for a new --

JUSTI CE SOTOVAYOR: But the -- but the
question | started with and Justice Kagan has picked up
on, why woul d Congress create this act relying on
assi gnments and not have a provision requiring one?
Nothing in the Act, nothing in its regul ati ons, nowhere
Is there a requirenent that Federal contractors seek
assi gnnment s.

MR. FLEM NG  Because there was no need for
such a requirenment. The universities and industry were
able to do it without the vesting rufe.

| think in order for Stanford to prevail
here, to Justice Scalia' s point, the Court would have to
be satisfied that -- that Congress worked a highly
transformati ve change in the | aw of patent ownership and
assignnment and did it in a very obscure and i ndirect
way. It didn't do it through an express provision, |ike
it does in section 201 of the Copyright Act, which
expressly says that an enpl oyer can be treated |ike an
aut hor for purposes of the copyright. It didn't do it
in the way that was done under the |IPAs, which is it was

| eft entirely up to private contract.
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Supposedly it created this brand-new vesting
rul e, not through a clear provision, but through a
gquestionable inplications fromthe preanble or other
provi sions of the Act that don't directly apply, and it
did it without a peep in the legislative history that
Congress was trying to do this. | think it's remarkable
that for 30 years of Bayh-Dole, no one noticed this
supposedly all-enconpassing vesting rule until this case
arose. As Justice Alito --

JUSTI CE BREYER: But it's also remarkable
t he other way, that here we have many statutes that took
the principle that when the governnent pays for an
i nvention, the invention vests in the governnent. Now,
there's that statute, that background. Not all of them
but some. NASA, various others.

MR. FLEM NG  There are three of them
Justice Breyer --

JUSTI CE BREYER: All right, that's fine.

MR. FLEM NG -- and they all specifically
say in ternms that title shall vest.

JUSTI CE BREYER: Yes, | know that; | know
that; that isn't nmy point.

MR. FLEM NG |'m sorry.

JUSTICE BREYER. My point is that it's

somewhat remar kabl e because of this new statute, now
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t hat happens to only to inventions in those areas that
are inventions of the contractor who, by the way,

i nvents not hing. Human beings invent things, not
entities |like universities.

MR. FLEM NG  That's quite so.

JUSTI CE BREYER: And on your view what that
means is it applies to nothing. It only applies to
those things that the contractor freely or not freely
decides to get fromhis enployee -- if he uses the right
words and so forth.

That also seens a little surprising, that

t here could be such a hole in what used to be public

ownership of such matters. [I'mnot -- | don't nean to

be -- | started off sounding a Iittlé sarcastic. |

didn't mean to be. | nean to be -- serious question.
MR. FLEM NG No, no, | -- | appreciate the

gquestion, Justice Breyer.

The point about the vesting statutes, it's
I nportant to make a distinction between statutes that
expressly vested title, of which we know of three, and
statutes under which the governnent was entitled to ask
for an assignnent fromthe enpl oyee or the contractor,
whi ch were --

JUSTI CE BREYER: Your answer is not as bad

as | think.
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MR. FLEM NG  Thank you.

JUSTI CE BREYER: And -- okay. Now.

(Laughter.)

JUSTI CE BREYER: \What about -- what about
the provision that says there shall be -- this is a
provi sion of the |law, that the universities are supposed
to enter into contracts, funding contracts with the
governnment to make this thing effective.

Hm -- effective. Effective for what?
Effective just to apply to sonme of the things that
uni versities got noney to pay for? O to a |ot of them
to all of then?

MR. FLEM NG Effective in terns of
I nventions of the contractor to mhicﬁ the university has
the right to retain title. Try as Stanford may,
"retain" does not nean "get." It doesn't nean to take
away from sonebody. An invention of the contractor for
exactly the reason you say, Justice Breyer, is not an
I nvention created by a contractor enpl oyee. Contractors
don't invent.

When Congress wanted to refer to enpl oyees
in the Act, it did; in section 202(c)(7), it refers to
contractor enployees. 1In 202(e), it refers to enployees
of Federal agencies. |If -- if Congress had wanted to

pass a | aw that conpletely w ped out the practice of
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| eaving the rel ationship between contractor and inventor
to private contract, it had plenty of exanples of how to
do so. It had the NASA statutes, it had the Copyright

Act, or it could have just witten sonething clear that

said that.

It did none of those things because it
didn't need to. Over $200 billion of -- of funding
conmes fromthe private sector to -- to technol ogy and

I nventions like this wthout the benefit of a vesting
rule. If there's any lack of clarity or |ack of
certainty in this world, it is worked out through the
patent |aw, ordinary provisions, or through the conmon
| aw, and that is exactly the way Congress envisioned it
woul d be done in -- in the federally\funded situation.

JUSTICE ALITGO Well, isn't there a --

MR. FLEM NG  There's no need to state a
separate rule for Stanford for -- for inventions that
funded out of its endowrent, versus inventions that are
funded out of a Federal grant.

JUSTICE ALITO Isn't there a big difference
bet ween the statute and the prior vesting statutes? The
prior vesting statutes said if the governnent pays for
the research, then the taxpayers ought to get the
benefit of the patent. But this statute says if the

t axpayers pay for the research, if the research is 100
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percent funded by the taxpayers, taxpayers don't get the
first priority. The first priority goes to the
uni versities.

So it's totally different fromthe vesting
statute. This is a Federal subsidy for universities and
ot her nonprofits, isn't it?

MR. FLEM NG In sone ways, Justice Alito,
that's right. And the point is that the statute is
limted to inventions where the contractor has gotten
title fromits inventors. It is certain different --

JUSTI CE SCALI A: The Federal Governnent
hadn't been doing nmuch with the parents that it acquired
automatically?

MR. FLEM NG Absolutely\not, Justice
Scalia. That's exactly --

JUSTI CE SCALI A: That's the reason they gave
It to the university or to the private sector

MR. FLEM NG  That is exactly the reason
this act was -- was enacted, is to get rid of the
I nconsi stent practices anong agencies as to the terns of
contracts with contractors. It has to do with the quid
pro quo. The Federal governnment gives the noney, it
agrees not to demand title, and in return the contractor
takes on certain obligations. It isn't -- the

obl i gati ons are not opposabl e agai nst a noncontractor,
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| i ke Cetus or Roche in this case. And that's exactly
the sanme as the situations that we cite on page 35 of
our brief, which we've offered to | odge with the Court,
where Stanford co-owns patents with noncontractor
conpanies like the --

CHI EF JUSTI CE ROBERTS: \What are the
obligations -- what are the obligations that the
contractor undertakes?

MR. FLEM NG The contractor agrees to give
t he governnment a nonexcl usive paid-up irrevocable
license. It agree to be subject to march-in rights if
t he governnent feels that the invention is not being
sufficiently comrercialized.

CH EF JUSTI CE ROBERTS: AII t hings -- al
t hings that the governnment had and nore under the prior
syst enf?

MR. FLEM NG Yes. That's -- well, that's
certainly right. It wll all depend on what the
I ndi vi dual Federal contract has, but yes, in many ways
t he governnment was giving up rights in the Bayh-Dole
Act, and that was deliberate, because it was felt that
the -- that private entities would do a better job of
comrerci alizing inventions than the Federal governnent
was doing, and that's not disputed, but it has nothing

to do with the rights that apply to a third party that
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has not taken on obligations fromthe governnent, |ike
Cetus, that sinply invited M. Holodniy in, in order to
col | aborate, but before it did so, said: W need an
agreenent to protect our intellectual property.

One of the hypotheticals that underlies
M. Ayer's presentation here is that Dr. Hol odniy was
sonme kind of rogue, faithless enployee who was out on a
frolic of his own and sinply decided to assign away all
his inventions in satisfaction of a personal debt. But
the record is quite the contrary. He showed up because
he did not know how to do the PCR technique that is at
the core of this invention. The Court only needs to
read pages 55 to 57 of the Joint Appendi x, where he has
mar ched t hrough each of the steps of\this i nvention
that's ultimately clainmed in the patents and adm ts that
he had not done any one of them

He went to Cetus, he took the -- he had the
benefit of a free flow of information from Cetus
scientists, and he also got confidential, proprietary
materials that were not available in stores, including,
particularly, the RNA standard, which is used every
single time one of these assays is run. |It's the thing
t hat gives you the standard curve agai nst which you can
nmeasure the data from your unknown sanple and figure out

what the quantity of HIVis in your patient's sanple.
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That was, you know, not available at Stanford. It was
designed by Alice Lang of Cetus. It was built by
Clayton Casipit in the Cetus lab. It was nanmed after
him wusing his initials, CC 2, and M. Casipit handed it
to Dr. Holodniy in a tube for free.

JUSTI CE SOTOVAYOR: Do you think that Cetus
woul d have | et the doctor in absent the agreenent
bet ween Cetus and Stanford? Wasn't that the primary
reason they permtted the doctor in? It wasn't for this
ephemeral assignnment of an unknown invention. It was
because the university and the conpany had entered into
a share agreenent of what woul d happen if they
contributed to a Stanford invention.

MR. FLEM NG | mouldn't\quite agree with
the end of the question, Justice Sotomayor. \What
happened is that Dr. Hol odniy's supervisor at Stanford,
Dr. Merigan, sat on Cetus's scientific advisory board.
When it becane clear that Dr. Hol odniy could not figure
out how to do a PC assay that would quantitate HV at
Stanford, he arranged for Dr. Holodniy to visit Cetus in
order to learn how to do that.

JUSTI CE SOTOVAYOR: But they had a
preexi sting cooperative arrangenent, correct?

MR. FLEM NG It was a materials transfer

agreenent, that's right. So when Dr. Hol odniy went

53
Alderson Reporting Company



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Official - Subject to Final Review

there, he signed a separate assignment, the one that
assigned his inventions, as a result of the
col | aboration or as a consequence of the collaboration,
to Cetus. And that was the consideration.

To this day, Stanford has not expl ai ned what
Cetus could have done to protect its intellectual
property so that it could have been able to practice its
i nvention without having to go to Stanford for a |icense
and pay a royalty. As far as | know, the only thing
under Stanford's theory that Cetus could have done is
told Dr. Holodniy to take a hi ke, because they coul dn't
have any assurance that his enployer would subsequently
say, You know what? There was a thousand dollars, ten
dol |l ars, one dollar -- we don't knomf—- of Feder al
fundi ng under an agreenent that has never been produced,
that is of indeterm nate scope, and they suggest, sinply
by averring in a patent application, that this is all of
a sudden a Bayh-Dol e invention, even though it was --
I ndi sputably now, under the findings of the District
Court, conceived before Dr. Holodniy left Cetus and
subject to this agreenent, and it was done at a tinme
when Dr. Hol odniy was being paid not by a
Bayh- Dol e-rel ated grant, but by a National Research
Service Award, which the Bayh-Dol e expressly exenpts

fromits provisions in section 212.
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So the notion that Cetus sonmehow has | ost
the private right to the invention conceived using its
proprietary materials and information sinply by the
subsequent use of an unknown anount of Federal funds,
that that works as a divestiture --

JUSTI CE GI NSBURG. You were here,

M. Flem ng, when | asked M. Ayer about that --

MR. FLEM NG Yes.

JUSTI CE GINSBURG: That's not -- so that the
federally funded project existed at Stanford before
Dr. Hol odniy ever went to Cetus?

MR. FLEM NG  This, Justice G nsburg, is a
gquestion that was raised in front of the Federal
Circuit. The Federal Circuit didn't\reach it. It is
open on any remand. O course, we don't think there
should be a remand, but it's certainly not before this
Court. But to answer the question, here's the record on
this point. The salary was not paid by NIH grants. It
was paid by a National Research Service Award that is
exenpted. The grants were never produced. The grant
titles, on their face, do not apply to the work that was
done at Stanford. One of themdeals with establishing a
center for AIDS research. O course, this is work that
was not done at the Stanford Center; it was done at

Cet us.
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The second one deals with AIDS clinica
trials, and it's undisputed that there were no clinical
trials at Cetus. The clinical trials only happened when
Dr. Hol odniy went back to Stanford. Dr. Merigan's
decl aration, which M. Ayer referenced on JA98, says
only that Dr. Holodniy's research at the |lab at Stanford
was covered by Bayh-Dole Act. It says nothing about the
wor k at Cet us.

And if there was any doubt, Stanford argued
repeatedly to the Federal Circuit that the federally
funded research started in 1990, and this issue was
deci ded on summary judgnent agai nst Roche when al
factual inferences should have taken in our favor.

CHI EF JUSTI CE ROBERTS: fhank you, Counsel.

MR. FLEM NG  Thank you, M. Chief Justice.

CHI EF JUSTI CE ROBERTS: M. Ayer, you have
two m nutes remaining.

REBUTTAL ARGUMENT OF DONALD B. AYER
ON BEHALF OF THE PETI TI ONER

MR. AYER: Thank you, Your Honor.

The -- | think the place to start here is
with the fact that Congress, faced with a history under
whi ch the Federal governnent had taken ownership
outright of federally funded inventions in approxi mately

80 percent of the cases, enacted a statute to change
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t hat because the governnment wasn't any good at getting
the stuff devel oped. And so they -- they defined the
coverage in ternms of -- to cover these two phrases,
I nventions of the contractor.

There is no question, if you | ook at section
200 on 1A of the blue brief, you will see in the m ddle
of this initial policy and objective section a reference
to what they thought they were tal king about. At the
very bottom of that page, on the bottomline, they talk
about ensuring that inventions made by nonprofit
organi zati ons and small business organi zations. That's
t he universe they wanted to cover. The sane words --
"inventions made by those organi zations” -- are in the
headi ng of the regul ati ons, and they\appear el sewhere
t hroughout the regulations. So they neant to cover the
uni verse of inventions that those institutions create.

We tal ked earlier about the word "retain."
The word "retain" cannot, consistent with its usage in
202(d), nean that whoever is retaining it nust have
owned it before they started, because it's a hundred
percent clear, just fromthinking about the statute and
fromreadi ng page 38 of the red brief, that when an
inventor is allowed to be considered for retention of
title, he never has ownership of it. And so the word

"retain" can't nean that.
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What does the word "retain" nean? | would
submt the word "retain" neans what it often nmeans. It
means that sonetinmes in a situation, soneone is allowed
to continue hol ding sonething subject to conditions that
may change, and perhaps in spite of realities that make
you think that's surprising. For exanple, a parent nmay
be allowed to retain custody after a disputed custody
hearing. That's a tenporary thing, perhaps. The court
may allow it to change.

CHI EF JUSTI CE ROBERTS: Thank you, Counsel.
The case is submtted.

MR. AYER: Thank you, Your Honor.

(Wher eupon, at 12:08 p.m, the case in the

above-entitled matter was submtted.)
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