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Patent Profit FAQ

Here are the most commonly asked questions about making a profit from your patent by either licensing it or selling it.

How does an inventor make a profit from his patent?

There are generally two ways that an inventor can make a profit from his invention. In rare circumstances, the inventor will

star t a new business to make, mar ket and sell his invention. However, this is pretty rare as there are more inventors that

would rather invent than run a business.

What happens more often is that an inventor that gets a patent on a new idea will license or assign the rights to his inven-

tion to another person or company. The license is most often in the for m of a contract that gives the company dev eloping

the invention the right to make, use and sell the invention in exchange for giving the inventor a license fee and royalty pay-

ments. Roy alty payments are normally calculated as a percentage of the net revenues from the invention, or they can be

payments for each unit sold that uses the invention.

In some situations, the inventor will choose to "assign" his rights in the patent to another party (giving over all rights to the

invention) for a lump sum payment.

What does it mean if I "license" my patent?

When an inventor licenses his invention to another party, he generally gives the other party the authorization to utilize and

exploit the invention. This is generally contained in language such as "Inventor X gives Company Y a license to make, use

and sell invention Z in exchange for royalty payments set out below."

There are many different types of licenses. A license can be an exclusive license (a license where the inventor agrees that

he will license the invention to only one party) or a non-exclusive license (a license where the inventor retains the right to

license the invention to more than one party). In addition, the license agreement can be for a set period of time (often the

life of the patent or shorter), or it can be for an indefinite period of time, perhaps renewing month to month. The license

agreement normally also states the geographical limitations of the license. For licenses on patents issued by the United

States Patent and Trademar k Office (USPTO), the license will often only allow the licensee to practice the invention within

the United States.

Depending on the terms of the license, the licensee may be able to tur n around and issue more licenses on the invention

to other companies. How much the inventor can benefit from these "sub-licenses" really depends on the license agree-

ment that he has with the first licensee.

There are other situations in which a company or inventor can "trade" licenses with other companies and inventors. This is

called "cross-licensing" and often occurs when a new product requires several patented inventions to be functional. For

example, suppose that one company holds a patent on a new type of bicycle frame, and that another company holds a

patent on a new type of bicycle wheel. If a bike consisting of the new frame and the new wheels is ver y desirable in the

mar ketplace, the two companies could decide to cross-license their patents in order for them to make the most money

possible.

Are inventors that are employed by a company allowed to profit from their inventions?

The answer to this question will often depend upon the employment contract that the inventor is subject to. In most situa-

tions, an inventor that develops an invention in the normal course of his employment may be required by his employment

contract to assign all rights to the invention to his employer. How ever, most companies try to hold onto their inventors by

giving out bonuses and other financial rewards for new patents and inventions.

If, by some chance, an employee is not subject to an assignment clause under his employment contract, the employer

may still be able to demand an assignment of rights to an invention under the "employed to invent" doctrine. Under this



doctr ine, if an employee is employed (ev en without an employment contract) to accomplish a task or set goal, or is hired

with the intent to develop a new invention, the employer will still own all rights to the subsequent invention. This doctrine

was dev eloped from a case decided by the United States Supreme Court.

However, even with the "employed to invent" doctrine in place, there are still circumstances in which an employer will not

acquire full rights to an invention created by an employee. There are situations where an employer will only receive a

"shop right" to an invention.

If an employer is only granted a shop right to an invention, this means that the employee-inventor retains ownership rights

to the invention itself, but the employer gets the right to use the invention without paying the employee. Shop rights result

only when the employee-inventor uses an employer’s resources (shops, mater ials, time) to create an invention.

For example, suppose that Frank is not under any employment contract, but creates a new and patentable invention while

in the machine shop at his wor k. Although Frank will keep ownership rights to his patent (and will be free to license and

sell it how he likes), his employer, under its shop right, will be able to use Frank’s invention without paying Frank any roy al-

ties.



Find a Consumer Protection 

Attorney Near You

Learn More: Tips to Help Protect Your Identity, Protect 

Yourself from Online Auction Fraud, Stolen Identity: 

What to Do

The FindLaw Guide to Online Fraud and Identity Theft

Follow us on

A Thomson Reuters Business

FINDLAW.COM EMPOWERS 

PEOPLE WITH TRUSTED,  

TIMELY AND INTELLIGENT  

LEGAL INFORMATION

BLOGS – FindLaw Blogs present timely news that has 

real-life implications, deliver important information 

and discuss law-related entertainment. 

FINDLAW ANSWERS – A vibrant, interactive online 

community where everyday people can ask legal 

questions and get real-time answers from legal  

professionals and others with similar experiences.

NEWS & NEWSLETTERS – Updated throughout the 

day and night and covering a wide range of legal 

topics, FindLaw.com’s News page presents current 

legal news, keeping people informed and educated.

FIND A LAWYER – An easy-to-search database 

of more than one million lawyers and law firms. It 

provides detailed information, enabling people to 

contact a qualified lawyer when they are ready.

DO-IT-YOURSELF FORMS & CONTRACTS – FindLaw.

com provides accurate legal documents for common 

legal matters. Choose from a library of easy-to-use, 

low-cost, accurate legal forms for everyday legal issues.

FINDLAW VIDEO – On FindLaw.com, you’ll find an 

online directory of more than 1,500 short videos 

dedicated exclusively to legal topics and attorney and  

law firm profiles.   

Connect With Us
FindLaw.com has an entire social media team 

dedicated to providing our users with as many 

options as possible to join, participate in, and learn 

from the FindLaw community. Some of the  social 

key channels are the following:

 

•	 FindLaw for Consumers on Facebook 

Making the law easy to access with interactive 

legal updates aimed at starting conversations, 

informing followers of their legal rights and 

providing a forum for questions and resources 

 

•	 @FindLawConsumer on Twitter 

Tweeting interesting, entertaining and  

informative legal news everyday 

Copyright © 2013 FindLaw, a Thomson Reuters business. All rights reserved. The information 

contained in this article is for informational purposes only and does not constitute legal advice.  

The use and distribution of this article is subject to the Creative Commons BY-NC-ND license, which 

can be viewed at  http://creativecommons.org/licenses/by-nc-nd/3.0/. You must attribute the article by 

providing the title of the article, FindLaw copyright notice and link to the original work. You may not 

use the article for commercial purposes and you may not alter or transform this article in any way.

HAVE A LEGAL QUESTION?

NEED TO FIND AN AFFORDABLE, 

QUALIFIED ATTORNEY?

Protect yourself, your family or  

your business with a legal plan 

or form from LegalStreet

http://consumer.findlaw.com/online-scams/?DCMP=CCX-MG-012
http://findlaw.com?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://legalblogs.findlaw.com/?DCMP=CCX-MG-012
http://answers.findlaw.com?DCMP=CCX-MG-012
http://legalnews.findlaw.com/?DCMP=CCX-MG-012
http://lawyers.findlaw.com?DCMP=CCX-MG-012
http://forms.findlaw.com/?DCMP=CCX-MG-012
http://video.findlaw.com/?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://creativecommons.org/licenses/by-nc-nd/3.0/
http://findlaw.com?DCMP=CCX-MG-012
http://legalstreet.com?DCMP=LS-LPD-001

