Sept enmber 7, 2000

DO 00- 032
MEMORANDUM
TO Desi gnated Agency Ethics O ficials
FROM F. Gary Davis

Acting Director

SUBJECT: |ssuance of Menorandum by the Office of Legal Counsel

Concerni ng Application of 18 U.S.C. 8 209 to Receipt of

Qut si de Royalty Paynments by Enpl oyee-Ilnventors

On September 7, 2000, the Office of Legal Counsel (OLC),
Depart ment of Justice, issued a Menorandumi n response to a questi on
posed by the Ofice of Governnment Ethics (OGE) concerning the
applicationof 18 U S.C. § 209 tothe receipt of outsideroyalties by
enpl oyees who are permttedtoretainor obtaintitletoinventions
devel oped as part of their official duties. A 1993 OLC Menorandum
previ ously had concl uded t hat section 209 di d not prohibit enpl oyee-
inventors fromsharingina percentage of royalties received by the
CGover nnent fromout si de sources, where the Governnent itself retained
and | i censed the patent rights, pursuant to rel evant provisions of the
Feder al Technol ogy Transfer Act of 1986 (FTTA); that opi ni on, however,
di d not address the applicability of section209toroyalties received
by an enpl oyee-inventor directly froman outsi de source where t he
Federal Government had wai ved any interest in conmercializing an
invention and permttedthe enpl oyee personally to pursue any pat ent
rights. See 17 Op. O L.C. 46 (1993) (1993 Menorandum). OLC now has
concl uded t hat section 209 ordi narily does not precl ude outside royalty
payments t o enpl oyee-inventors who privately comrercializeinventions
for which the Governnment has permtted themto obtain patent ri

Apart fromissues specific tothe Federal schene for di sposi ng of
intell ectual property rights for workplace inventions, the new
Menmor andumi | | ustrates OLC s approach when thereis a questionasto
t he presence of one particul ar el enent of section 209. As OLC and OCE
have not ed on several occasions, section 209 can be vi ewed as havi ng
four elenments: (1) enpl oyee status; (2) receipt of salary or any
contribution to or supplementation of salary; (3) recei pt of such
sal ary, contribution or suppl ement ati on froma non- Federal source; (4)
recei pt of such salary, contribution or suppl enentati on as conpensati on
for services as a Federal enpl oyee. OLCstates that the fourth el ement
requires an “intentional, direct |ink” between the outsi de conpensati on
and t he enpl oyee’ s Gover nnent service. |In sone situations, however,
intent to conpensate for Governnment servi ces nay not be obvious. In
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cases where it is not otherw se clear that a particul ar paynment is
actual ly i ntended as conpensation for an enpl oyee’ s services tothe
Government, the Menorandumarticul ates six factors that shoul d be
consi dered: (1) whether thereis asubstantial relationshipor pattern
of deal i ngs bet ween t he agency and t he payor; (2) whet her the enpl oyee
isinapositiontoinfluencethe Governnent on behal f of the payor;
(3) whet her the expressed i ntent of the payor is to conpensate for
Governnent service; (4) whet her circunstances i ndi cate that the paynent
was noti vat ed by a desire other than to conpensate t he enpl oyee for her
Gover nnment service; (5) whet her paynments woul d al so be nmade to non-
Cover nrent enpl oyees; and (6) whet her paynents woul d be di stri buted on
a basis unrelated to Governnent service. OGE advi ses that agency
et hics officials shoul d consider these factors, none of which aloneis
necessarily dispositive, whenthereis a questionas tothe presence of
the fourth el ement of section 209.

The new Menor andumal so makes certainreferencesto 18 U.S. C. §
208 t hat bear nmentioning. First, the Menorandumstates i n passi ng t hat
t he 1993 Menor andumf ound t hat secti on 208 di d not apply to paynents
made directly by the Governnent to an enpl oyee-i nventor, pursuant to
section 7 of the FTTA, because such paynents are part of an enpl oyee’ s
Feder al enpl oynent benefits. Simlarly, the Menorandumnotes that the
1993 Menorandumsuggested that the nmere retenti on of patent rights by
an enpl oyee, prior to any | i censing agreenent, m ght not be vi ewed as
a financial interest under section 208, because such patent rights al so
are an integral part of the enpl oyee benefit programestablished by t he
FTTA. We want to point out, however, that certain aspects of this
section 208 anal ysis inthe 1993 Menor andumhave been super seded by
subsequent advi ce fromQO.Cand by the regul atory exenption, in5C F. R
§ 2640. 203(d), for interests derived fromFederal enpl oynment. See 60
Fed. Reg. 44706 ( August 28, 1995) (di scussing 1993 Menor andumand ot her
authorities).

Second, t he new Menorandumbri ef |y di scusses t he possibility of
wai vers, under section 208(b) (1), for enpl oyee-i nventors whose offici al
duti es continuetoinvolve work onthe same i nvention for which they
may have out side | i censi ng agreenents. Fromour di scussions with OLC,
we under st and t hat t he Menor andumwas not i nt ended ei ther to forecl ose
or to encourage the i ssuance of waiversinthis type of situation.
Rat her, t he pur pose was only to enphasi ze that any conflict of interest
concerns i n such situations are adequat el y addr essed by t he saf eguar ds
of section 208, including the criteria for granting waivers, as
articulatedinthe statuteitself andinthe inplenentingregulation,
5 CF.R 8§ 2640. 301.

A copy of the Menorandumis attached for your informtion.

At t achnment



