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Welcome to the Spring edition of the 
new Sloan Plumb Wood LLP legal 
update.  In this issue we cover: 

1.  The implementation in 2009 of 
the last tranche of changes 
under the Companies Act 2006 
and why you should amend your
articles now. 

2. The new Local Democracy, 
Economic Development and 
Construction Bill and the 
changes entailed for the 
adjudication and payment 
provisions in construction 
contracts. 

3. Why the fifth anniversary of the 
introduction of Stamp Duty Land 
Tax may necessitate additional 
returns and the payment of extra 
tax by some tenants, but could
see others able to reclaim part
of the tax already paid at the 
outset of their lease. 

4. An important new case on 
patents and the liability of 
employers to compensate 
employees whose patents or 
inventions are of “outstanding 
benefit”. 

 

INTRODUCTION 

On 1 October this year the last tranche of 
provisions of the Companies Act 2006 (“the Act”)
come into force, following its phased 
implementation over 3 years.  The Act remodels 
much of the preceding Companies Act 1985, 
and below is a brief summary of the most 
significant points to be aware of. 

There are fundamental changes, including 
changes to terminology, notice periods and 
share capital, so that no notice of AGM should 
ever be the same again.  Some of the changes 
apply whether or not you change your articles, 
others are subject to whatever your articles 
provide. 

Now is the time to review your existing 
Articles of Association so that changes can 
be made in readiness for 1 October 2009, or 
to have new 2006 Act Articles prepared for 
adoption in October. 

 

Annual General Meetings 

Implementation Date: 1 October 2007 

• There is no longer a requirement for a 
private company to hold an AGM. 

• For private companies, if an AGM is held,
the notice period for convening the meeting
is reduced to 14 days.  

• If no AGM is held, the current auditors are 
deemed to be reappointed. 

• If no AGM is held, the annual accounts 
need to be sent to members by the filing 
date, which, for private companies, is 
reduced by the Act from 10 months to 9 
months. 
 

Authority to Allot Shares/Authorised Share 
Capital Optional 

Implementation Date: 1 October 2009 

• Companies will no longer be required to 
have an authorised share capital (i.e. a 
limit on the maximum amount of share 
capital which can be allotted).  
Amendments to a company’s articles
will be required if you wish to take 
advantage of this change (see final
bullet point).

 

   
 

directors) will cease to be a statutory 
requirement unless a company has more 
than one class of shares or is a public 
company. 

• For private companies the disapplication of 
pre-emption rights can now be achieved 
permanently through a provision in the 
articles (as opposed to the current 
maximum period of 5 years / the need for  
annual disapplication at the AGM). 

• Pre-existing companies will continue to be 
subject to the existing limit on their 
authorised share capital (taking effect as a 
restriction in their Articles), but can resolve 
to remove references to authorised share 
capital in order to put themselves in the 
same position as companies formed under 
the new Act. 
 

Change of Name 

Implementation Date: 1 October 2009 

• A Company’s name may now be changed 
by whatever means are provided in the 
company's articles i.e. a company will be 
able to determine its own procedures for 
changing its name. 
 

Company Secretary 

Implementation Date: 6 April 2008 

• Private companies no longer need to have 
a company secretary. 

• Existing company secretaries remain in 
place until it is resolved otherwise. 

• Company secretarial duties will fall on the 
directors in the absence of a company 
secretary. 
 

Constitution 
 
Implementation Date: 1 October 2009 
 
• The memorandum will simply contain the 

details of the subscribers and a statement 
that they want to form a company.   

• All other provisions that used to be in the 
Memorandum will instead be covered in 
the Articles or in statements delivered to 
the Registrar on incorporation. 
 •

 
Shareholder approval for share issues

 
(or 

granting the old s80 power to allot to 
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• There will be no ‘objects’ clause for new 
companies.  Companies’ objects will be 
unrestricted.  Pre-existing companies will 
still be limited to their existing objects 
unless they amend their Articles to take 
advantage of the change. 
 

Directors 

Implementation Date: 1 October 2007 - 
2008 

• The maximum duration of a director's 
service contract, without shareholder 
approval, is reduced from 5 years to 2 
years. 

• The general prohibition on private limited 
companies making loans to directors is 
replaced with the ability to do so subject to 
obtaining shareholder approval. 

• There is a new power for directors to 
authorise a transaction or arrangement 
between a fellow director and the company 
(without that transaction or arrangement 
being capable of being set aside without 
members approval). 

• The Act codifies the duties of directors for 
the first time, including an obligation to act 
in a way that they consider, in good faith, 
would be most likely to promote the 
success of the company for the benefit of 
its members as a whole. 
 

Electronic Communication 

Implementation Date: 20 January 2007 

• Companies can communicate by email with 
those shareholders who have agreed to 
receive documents and information by 
email.  This will include the ability to 
circulate the annual report and accounts, 
summary financial statement and notices 
by email. 

• Documents or information may be 
communicated to shareholders via a 
company’s website subject to the 
agreement of each intended recipient and 
to a resolution being passed for  
website communication to be used.   

• Where an individual fails to respond to a 
request for agreement to communication 
via a website or email within 28 days, the
company will be entitled to consider this 
as the individual’s deemed agreement. 

• Shareholders may send documents  
to a company by electronic means 
(i.e. email or a website) provided that the

company agrees, or is deemed to agree.   
A notice circulated by the company 
containing an electronic address may be 
treated as its deemed agreement..  

• Hard copies must still be sent to any 
shareholder who has not consented to 
website/email communication, or who 
specifically requests them. 
 

Entrenchment of Provisions in Companies’ 
Articles 

Implementation Date: 1 October 2009 

• Companies will be able to "entrench" 
provisions of their articles, which can then 
only be altered or repealed if specified 
conditions are met, or procedures are 
complied with (which may be more restrictive 
than those required for a special resolution). 

• Companies will only be able to adopt 
entrenchment provisions in their articles on 
formation or if all the shareholders agree to 
the relevant amendment. Notice of the 
entrenchment will need to be given to 
Companies House. 
 

Extraordinary General Meetings 

Implementation Date: 1 October 2007 

• The new Act no longer has any concept of 
extraordinary general meetings or 
extraordinary resolutions.  New provisions 
on general meetings and notice periods 
apply.  
 

Financial Assistance 

Implementation Date: 1 October 2008 

• The prohibition on financial assistance by 
private companies (for the acquisition of 
shares in themselves or other private 
companies, including the ‘whitewash 
procedure’) has been repealed. Arguably 
this still needs to be expressly authorised 
by the Articles because there are clear 
‘corporate benefit’ obstacles which need to 
be overcome.  
 

Member’s ability to call meetings 

Implementation Date: 1 October 2007 

• Members of a private company holding at 
least 5% of the company’s share capital 
may demand a general meeting where 
more than 12 months have passed since 
the end of the last general meeting held at 

 the request of the members.  This threshold 
has been reduced from 10% under the
1985 Act. 
 

Model Articles 

Implementation Date: 1 October 2009 

• The ‘Table A’ default articles are replaced 
by new model articles in the 2006 Act 
designed to eliminate much of the complex 
regulation in Table A not relevant to small 
companies. 

• Companies formed after 1 October 2009 
will have the new model articles 
automatically.  Pre-existing companies will 
continue to have ‘Table A’ as their default 
articles unless they opt (by special 
resolution) to adopt the new model articles. 
 

 

Notice Periods 
 
Implementation Date: 1 October 2009 
 
• The minimum notice period required for an

AGM, or any general meeting of a private 
company for that matter, becomes 14 days.  

• Short notice for any meeting of a  private 
company may be agreed by a majority of
members who have the right to attend and 
vote at meetings who hold 90% or more of 
or the nominal value of voting shares (as 
opposed to 95% under the 1985 Act).

 
 Polls 

Implementation Date: 1 October 2007 

• 5 members present in person or by proxy 
and entitled to vote, or any member(s) 
having not less than 10% of the total voting 
rights can now demand a poll. 
 

Pre-emption Rights 

Implementation Date: 1 October 2009 

• Members of a private company with only 
one class of shares may authorise the 
directors, through the company’s articles, 
or through a special resolution to allot 
shares without complying with statutory 
pre-emption provisions. 
 

Proxies 

Implementation Date: 1 October 2007 

• There is a new right for proxies to speak at 
meetings. 
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• A proxy will be entitled to vote on a show
of hands as well as on a poll.  

• The timeframe for appointing and 
terminating proxies has been adjusted to 
exclude weekends and bank holidays i.e. a 
company cannot require appointments to 
be received more than 48 hours before the 
start of the meeting, though that 48 hour 
period will no longer include non-working 
days. 
 

Purchase and redemption of shares 

Implementation Date: 1 October 2007 

• Private and public companies will no longer 
require specific authorisation in their 
articles to purchase their own shares. A 
company will be permitted to purchase its 
own shares unless there is a specific 
prohibition or restriction in its articles. 

• A private company will no longer need 
authorisation in its articles to be able to 
redeem or purchase its shares out of 
capital, and the requirement for the 
directors of a private company to make a 
statutory declaration about the company's
financial position is replaced with a 

 

  
requirement for a directors' statement.  

• Private companies will no longer require 
specific authorisation in their articles to 
allot redeemable shares.  A public 
company will still need to be authorised by 
its articles to issue redeemable shares. 
 

Record Keeping 

Implementation Date: 1 October 2007 

• The current requirement to keep records of 
resolutions, decisions or meetings 
indefinitely has been replaced by a time 
limit of 10 years from the date of the 
relevant resolution, decision or meeting. 

• Officers of the company in default will be 
liable for failing to keep the records (board 
minutes should be used to show that 
directors have complied with their statutory 
duty). 
 

Written Resolutions 

Implementation Date: 1 October 2007 

• The Act is designed with more written
resolutions in mind (and fewer shareholder 

 

 

 
meetings). 

• The threshold for passing written 
resolutions is reduced from unanimity to 
the same percentages as required at 
general meetings (i.e. a simple majority for 
ordinary resolutions and 75% for special 
resolutions). 

• There is no longer a requirement to send a 
copy of the resolution to the company’s 
auditors. 

  If you would like advice on any aspect of the 
changes referred to above, or would like your 
company’s Articles reviewed to ensure that 
you are best placed to take advantage of the 
new changes, please contact Martin Smith 
(martin.smith@spw-law.co.uk) who heads our 
Corporate & Commercial team or John-Paul 
Martin (john-paul.martin@spw-law.co.uk). 

 

Background 

On 3 December 2008 the Local Democracy, 
Economic Development and Construction Bill 
(“the Bill”) was announced in the Queens speech, 
and is currently at the committee stage in the 
House of Lords (after its second reading). Part B 
of the Bill (sections 135 -141) deals with 
construction contracts. 

The Bill contains a number of provisions which, if 
implemented, would substantially alter the 
existing adjudication and payment provisions of 
the Housing Grants, Construction and 
Regeneration Act 1996 (“the Act”).   

The changes to payment provisions reflect the 
Government’s recognition of the need to 
"improve the operation of construction contracts" 
particularly as regards cash flow and 
adjudication. 

The Key Changes 

In the list which follows we summarise briefly the 
key provisions of the Bill which would entail 
changes to the adjudication and payment  

 

provisions of the Act.  If and when these changes  
do come into force, parties on both sides of  
construction contracts will need to ensure that a
careful review of the provisions of their contracts 
takes place in order to ensure compliance with  
the latest provisions of the Act. 

Adjudication 

1. Changes to the requirement for a 
Contract to be in writing 
 
The current general rule that a construction 
contract must be in writing in order to 
benefit from the provisions of the Act
(including the rules on dates for payments,
entitlement to stage payments, rights to go 
to adjudication, and the right to suspend
performance for non-payment) is   
removed.  Instead those protections would
apply to all construction contracts, whether 
in writing, partly in writing or verbal.    
 
This is likely to lead to an increase in the 
number of disputes being referred to 
adjudication under the Act as a viable 

 
 

 

 (and usually cheaper) alternative to litigation 
for many contractors and sub-contractors
involved in disputes.  There will be a 
reduction in the number of disputes in the 
courts over whether or not there is a 
contract in writing which is often used as a 
“jurisdiction” type defence, although there
may be more disputes over whether there
is a contract agreed at all.

 
 

2.

 

Adjudication provisions which still need 
to be in writing

There is a requirement that the Adjudication
provisions need to be in writing or the
default adjudication rules set out in the 
Scheme for Construction Contracts (England
and Wales) Regulations 1988 will apply.
This means that to be effective any of the
following provisions will still need to be
included in writing:
 

 

 

 

•

 

that a party is able to give notice at any 
time of its intention to refer a dispute to 
adjudication;
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 that the timeframe for adjudication will
require the appointment of an 
adjudicator and referral of the dispute to
him/her within 7 days of the notice 
referred to above;

 
 

 

 that an adjudicator is to reach his/her 
decision within 28 days of the referral; 
 

 

• that an adjudicator is to act impartially; 

 

• that a decision of an adjudicator will be 
binding on the parties until the dispute 
is finally determined by legal 
proceedings, by arbitration or by 
agreement; 
 

 

 

 
 

3. Prohibition on parties determining who 
is to pay the costs of an adjudication 
before notice of that adjudication has 
been given 
 
The Construction Act is presently silent on 
who should pay the cost of adjudication (it 
was intended that each party should bear its 
own costs), though parties will frequently 
vary the position in their contract.  It is 
common for the  requesting  party to have to 
pay all the costs especially in some 
bespoke forms of sub-contract.  
 
The Bill seeks to introduce a new 
requirement that any agreement between 
the parties as to who will pay the costs of 
adjudication will be ineffective unless it is 
made after a notice has been given by a 
party of its intention to refer a dispute to 
adjudication, and is in writing.  
 
This amendment is designed to address a 
perception that terms which determine the 

 

      
 

 

Payment and Suspension for Non-Payment 

1. Mechanisms for determining the 
payments due under a contract 
 

 Payments under a contract which are 
conditional on the performance of 
obligations under another contract i.e. “pay 
when certified” provisions, will no longer be 
allowed.

This includes, for example, where a sub-
contract provides that a sum only becomes
due to the sub-contractor when the main

 

  

 
 

 

 

 This change could have a significant impact 
on some methods of procurement, for 
example PFI contracts, which often rely on
certification by a third party.  

The existing prohibition on “pay when paid” 
clauses will continue (subject to existing 
exceptions under the Act  e.g. the 
exception where the contractor has 
not itself been paid because of another 
parties’ insolvency).  

 
 

2. Payment Notices 

The Act presently provides that the 
employer/client under a construction 
contract should issue a payment notice
no later than 5 days after the date on which
a payment becomes due (from them) under
the contract.  The notice must specify the
amount  of the payment which has been 
made, or which it is proposed will be made,
and the basis on which that amount was 
calculated.  

The Bill would replace the current system of 
payment notices with a system for possible
payer and payee notices.  

 A person specified in the contract (e.g. an 
architect, engineer or employer's agent) 
could issue a “payer notice” on behalf of the 
employer.  This notice would outline the 
sum that the specified person considers 
due and the basis upon which that sum has 
been calculated, i.e. in practice the current 
payment notice system. 

However, where a “payer's notice” is not 
provided within the required time period, a 
payee would be in a position to issue a 
“payee notice” specifying the sum it 
considers due and the basis upon which it 
has calculated that sum, at any time after

 

 

 

 its intention to pay less than the notified 
sum and the basis on which any amounts 
are to be withheld, i.e. in practice the 
current withholding notice system. 

3. Suspension for non-payment 

The right to suspend work for non-payment 
will change as follows:  

 • a contractor currently has the ability to 
suspend the whole of any works 
because of an employer/client's failure 
to make a payment. Under the changes 
which the Bill would introduce that 
ability would be extended to part of its
obligations on a project (i.e. as opposed 
to an all or nothing right under the 
current Act); 

 • rather than the present statutory 
position where, if a contractor suspends 
work, they are not entitled to any 
additional time for winding down 
operations and re-mobilising when paid, 
the changes in the Bill would allow 
contractors to recover a reasonable 
sum for the costs and expenses which 
they incur in demobilising and then 
remobilising following suspension.   
 

 
Conclusion 
 
Whilst the Bill is still at a relatively early stage, it 
reflects changes which the government has been 
consulting on since 2004.  If its provisions do 
come into force they will bring both benefits and 
new burdens for contractors and 
employers/clients and necessitate a review of 
contracts to ensure compliance with the Act’s 
new provisions.  
 
We will provide an update on the progress of the 
Bill in the Autumn edition. 
 
If you would like any advice or further information 
on any aspect of the new Bill or in relation to any 
other construction law issues please contact 
Martin Wood martin.wood@spw-law.co.uk who 
heads our Construction team.  

 

•

•

Prohibition on parties determining who 

There is also a new requirement:

• that an adjudicator will have power to
correct any clerical or typographical
error in his/her decision arising by
accident/omission.

 
 

 
payment of costs before a dispute has
arisen may serve unfairly to deter or even
prevent an aggrieved party from referring
a matter to adjudication where there is a
genuine dispute.  

 
 

contractor’s application for payment in 

respect of the sub-contract works has been
submitted to the employer and certified as
carried out under the main building contract
by the employer’s architect.  

The existing payment notice system has
generally been applied in practice.

the payees notice was due (i.e. 5 days
after the payment due date).

If the payee has to give a payment notice
in default of the payer’s notice, it should do
so straight away, as the final date for
payment will be postponed by the number
of days after the due date that any such
payee notice is served.

Furthermore if the payee has given 
notification under the contract of the amount
to be due, possibly, for example, an application
for payment, then that notification is to be
regarded as a payee notice.

The Bill also permits an employer/client to
issue a notice within a specific period 
before the final date for payment setting out

 



Stamp Duty Land Tax and Leases

 

 

 

Stamp Duty Land Tax (‘SDLT’) is a tax on 
transactions involving the acquisition of certain 
interests in land which is now in its sixth year 
of operation.  The fifth anniversary of its 
introduction (1 December 2008) marked the
start of a period in which leases subject to 
SDLT begin to reach the fifth year of their 
term.  Tenants may not appreciate that this 
means that a review of the ‘net present value’ 
(the figure calculated at the start of the lease in 
order to determine the SDLT payable) will 
need to be carried out in many instances, and 
in some cases an additional return submitted to 
HMRC, together where applicable with the 
payment of extra tax, or even a claim for 
repayment of part or all of the tax already paid. 
 
Below is a summary of the key points to bear 
in mind – 
 
Uncertain or unascertained rents 
 
1. If the exact amount of rent you paid in 
 the first five years could not be accurately 

calculated at the time that the lease was 
entered into, because, for instance, it was 
dependant on your business’ turnover, or 
was subject to a rent review that was not 
for a fixed amount, the SDLT figure 
calculated at the start of the lease would 
have been based on a reasonable 
estimate of the first five years’ rent. 

 
2. At the end of the first five years of the 

lease or, if later, once you know the  
actual amount of the rent due in those 
first five years, a comparison needs to be 
made between the actual rent paid or 
payable with the estimate made at the 
time that the lease was granted. 

 
3. If the forecast of the rent was under-

estimated an additional return will need to 
be made to HMRC, and there is a 
possibility that additional SDLT will need 
be paid.  If the rent was over-estimated, it 
may be possible to reclaim part of the tax 
from HMRC, which will again necessitate 
an additional return. 
 
As a result of changes introduced in 
January of this year HMRC will not pay 
interest on any amounts to be refunded, 
but interest will be payable (and continue 
to accrue, until paid) on any amounts due 
to HMRC (the rate effective from 
24 March of this year being 2.5%). 

 
Rent reviews on and after the fifth 
anniversary of the start date 
 
4. If your lease includes a rent review after  
 

 
 

 
A delay of more than 30 days from the date for 
filling a return will result in a penalty: 
 
• of £100 if the return is submitted within 3 

months of the due date; 
 
• of £200 if the return is submitted after 3 

months but before a year from the due 
date. 

 
A tax based penalty (of up to the same amount 
as any additional SDLT due) may be payable if 
the return is not filed within a year of the due 
date (i.e. an effective doubling of the tax 
amount) in addition to the £200 payment
described above. 
 
In all of the above instances interest will be 
payable on any sums due (at a rate of 2.5%). 
In addition, new rules have been introduced 
this April which extend aspects of the penalty
regime for filing incorrect returns of income
tax, capital gains tax, corporation tax, PAYE,
and National Insurance Contributions to
SDLT.

 

 
 

 
Conclusion 
 
Tenants who believe that their leases may fall 
within one of the categories identified should 
ensure that their original SDLT payments and 
returns are reviewed promptly to check if any 
further action is required. 

 

 
 more than five years from the start of the 

lease (i.e. as opposed to during the first 
five years – dealt with at point 2) you will 
need to check once the review has taken 
place if it leads to an ‘abnormal’ rent 
increase.  An abnormal increase is 
roughly equivalent to an annual increase 
of more than 20%, but the precise formula 
in the legislation should be checked.  If an 
abnormal rent increase has occurred, an 
additional return will need to be made to
the Revenue, and additional tax is likely 
to be payable.  

 
VAT Reduction 
 
The calculation of the net present value of a 
lease incorporates a sum in respect of the rent 
payable throughout its term.  Where the rent  
is subject to VAT the amount of the VAT
forms part of the figure taken into account
for the purposes of the net present value. 
Net Present Values calculated before the 
announcement of the reduction in VAT from 
17.5% to 15% for the period from 1 December 
2008 to 31 December 2009 would have been 
calculated on the basis of VAT on the rent over 
this period at 17.5%. 
 
If any additional SDLT is payable in respect of 
a lease or, if a claim for repayment of SDLT is  
to be made, tenants  may offset or add to their 
claim (as appropriate) the amount of the 
overpayment of SDLT resulting from the 
difference between the rate of VAT used in the 
net present value calculation and the actual 
rate. 
 
In theory all tenants who have paid SDLT on a 
lease whose term covers the period from 1 
December 2008 to 31 December 2009 may 
make a claim to HMRC for repayment of part 
of the SDLT paid on their lease [which should 
be made in  writing to: The Compliance Team, 
Birmingham Stamp Office, 9th Floor, City 
Centre House, 30 Union Street, Birmingham, 
B2 4AR and headed ‘VAT on leases - 
overpayment claim’].  In reality however such 
claims will be for small amounts e.g. even in 
the case of a rent of £1m the amount 
recoverable will be less than £250. 
 

 
Penalties 
 
Where Tenants are required to file an 
additional return (as indicated above), this will
need to be submitted to HMRC within 30 days  
of the five year anniversary point / the point at 
which the actual amount of the rent due in the 
initial five years first becomes known or the 
date on which the relevant rent review takes 
place. 
 

 
 
If you would like any advice or further 
information on any aspect of Stamp Duty Land 
Tax or in relation to any property related 
issues please contact either Nick Plumb 
(Partner) nick.plumb@spw-law.co.uk or 
Matthew Ingle (Partner) matthew.ingle@spw-
law.co.uk 
 
 

 



Employee Inventions
 Background 

In February 2009 the High Court awarded two 
research scientists employed by Amersham 
Biosciences (a company later acquired by G E 
Healthcare) £1.5m as a share of the benefit 
derived by their employer from its patents in 
respect of a radioactive imaging agent in 
whose development the two men had been 
instrumental.   

The case marks the first reported court award 
of compensation to an employee based on the 
“outstanding benefit” of a patent to their 
employer, and has potential repercussions for 
all employers involved in research and 
development. 

The Law 

The Patents Act 1977 (”the Act”) provides that 
where by reason of the relevant facts, it is “just” 
to do so, the court may award employees with  
a sum in recognition of the “outstanding benefit”  
to their employer of either a patent, or (afterr
changes made to the Act in 2005) an 
invention, devised by the employee.  

The timing of this case meant that it fell to be 
decided under the law as it was before 2005.  
The fact that inventions, and not just patents, 
can now be the subject of awards means that 
the scope for claims for compensation is wider 
than the facts of the case at hand would 
suggest, and potentially may make a
claim by an employee easier..   

The criteria established in the case for a 
successful claim, and for determining the 
amount of an employee’s compensation, are of 
application in relation to claims for both 
patented products and in respect of inventions 
generally (both of which are catered for in the 
same section of the Act). 

The Criteria for a Successful Claim 

In considering the case, Mr Justice Floyd 
outlined the key criteria which an employee 
would need to demonstrate if a claim for 
compensation was to succeed.  The following 
were key elements:  

• The employee must be the ‘actual 
devisor’ of the invention, rather than 
merely a contributor to its development.  
Although in some circumstances, where a 
collaborative research effort had been 
involved, this might seem unfair, it was the 
correct reading of the legislation. 
 

The “outstanding benefit” set out in 
the legislation required something 
special or extraordinary, and not just 
“substantial, significant or good”.  The 
benefit to the employer would need to be 

 

 

 beyond what would normally be expected 
from an employee carrying out the duties 
for which he/she was paid. 

• It was not a prerequisite for obtaining 
compensation that the employee 
showed skill and effort beyond the call 
of duty, but that should be taken into 
account in determining the amount of 
compensation payable.  Equally it was 
“outstanding” benefit to the employer that 
was crucial rather than the need for the 
invention itself to be outstanding. 

• The fact that an employee did not make 
their claim during the period of 
protection offered by a patent did not 
prevent a claim in respect of a patent 
from succeeding.  It was legitimate, as the 
claimants in this instance had done, to wait 
until the point that the patent had expired 
before making a claim, in order to ascertain 
the full value of that claim, based on the 
income generated from the patent over its 
lifetime. 

• The fact that employees were well paid 
relative to their role and in their industry 
did not preclude them from making a 
successful claim.  This would however be 
a legitimate consideration in determining the 
amount of compensation payable. 

• Although in the case of a patent claim, 
the patent must have been of benefit to 
the employer, it did not have to be the 
sole cause of a product’s success.  In 
the case at hand, the synthetic chemical 
developed by the claimants was just one of 
the reasons for the imaging agent’s 
success.  It would however be necessary to 
apportion the profits derived from the 
product between the multiple causes in 
order to isolate the benefit arising from the 
patent when it came to determining a 
compensation sum. 

The Amount of Compensation Payable 

The following additional points were made in 
relation to the determination of the sum which 
an employee should be awarded in the event 
of a successful claim: 

• 
 

The amount of the compensation should 
be the amount required to provide the 
employee with a “just and fair reward”.  
This was neither limited to the notional loss 
or damage that the employee suffered from 

 
 

not having a share in the benefit derived by 
the employer from the patent, nor did it 
need to be the amount which he/she would 
expect to receive if they were in as strong a 
position as an external patentee or a 
licensor of the relevant invention. 

• 
 

The valuation of the patent need not take 
place while the employee was still 
employed by the employer.  It could be 
performed after the employee had left their 
post and this might well be necessary in 
order for there to be a body of evidence on 
the benefit of the patent to the employer. 
 

• 
 

The level of effort and skill demonstrated 
by the employee would be a legitimate 
consideration in determining the amount of 
compensation payable.  Exceptional skill   
and effort could result in an increased
compensation amount.  

• In the case of a claim for compensation 
based on a patent, a comparison should 
be made between the actual profits 
generated by the product and the profits 
which would have been likely had the 
product gone ahead unprotected by the 
patent. As a starting point the level of 
the price cut that would have resulted from 
generic competition should be considered 
(with the resulting decrease in revenue
forming the basis for a valuation of the 
patent).      

• The degree of recognition that the 
employee had already received in 
respect of the patented invention should 
be taken into account, as should the 
nature of their duties and the level of any 
existing remuneration and other benefits. 

• It was necessary to consider the degree 
to which others had contributed to the 
patented invention.  In the case at hand 
the inventors had been assisted by the 
ability to interact with others in a research 
environment, and this resulted in a 
reduction in the compensation amount. 

• The contribution of the employer was a 
relevant consideration.  In this context it 
was noted that most research and 
development in the medical field involved 
many unsuccessful attempts, funded by the 
employer, before a single blockbuster drug 
was found.  The compensation amount 
should reflect the fact that an employer 
would have spent a considerable amount 
on those unsuccessful attempts which were 
nevertheless necessary in order to pave the 
way for the successful invention. 

It is worth noting that based on the above 
factors, the awards made to the claimants in 
the case were comparatively low, i.e. 1% and 
2% respectively of the overall income which 
the product generated for the employer. 
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Conclusion 

The case heralds an important landmark for all 
investors in research and development, and 
much like the moral rights of authors in the 
context of literary works, sees potentially 
significant rights for employees which may not 
spell good news for their employers.  
Employers should consider the terms of their 
contracts with staff in research roles carefully 
to ensure that they are best placed in respect 
of any potential claims. 
 
If you would like any advice or further 
information on any aspect of the law relating to 
patents, or in relation to any other intellectual 
property issues please contact Philip Sloan 
philip.sloan@spw-law.co.uk who heads our 
Intellectual Property Department or Emma 
Hayward emma.hayward@spw-law.co.uk. 

 

 


