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WASHINGTON D.C, 20503

July 22, 1982

. ~ SPECIAL

/'Memorandum(T WwFred Khedourj S
A
LRD

From: ~—~Bob Carlst )

Subject: S. 1657 - Patent Policy Legislation and GOCO's

This is to alert you to Jay Keyworth's sending of the attached
letter to Senator McClure on an issue involving granting a first
option to ownership to Government-Owned Contractor-Operated

; (GOCO) entities that have developed inventions with Federal

: funds. The letter supports treating GOCO's essentially on the

: same basis as any other Federal contractor, a view not concurred

i in by the Energy Department. Senator McClure has had a hold on

5 the bill based on Energy Department fears that inventions
occurring in the nuclear field and having substantial national
security importance could not be retrieved by the Government on
national security grounds.

Before sending the letter, Keyworth was to have discussed this
issue with you and he was going to request that you call an
appropriate Energy Department official conveying a unified EOP
position that GOCO's should be treated consistent with other
contractors but that the Government would clearly retain
"march-in" rights on inventions having important national
security implications. Joe Clark on Keyworth's staff advises
that Patent Commissioner Gerry Mossinghoff has prepared a floor
amendment to protect Energy's concerns over national security.
i Time, however, passed by without him calling you and Keyworth
(I feared that the Senate would take up the bill today.
i : Consequently, Keyworth sent the letter without advance
consultations wath you or Energy and thus, without OMB
clearance.

I've asked Dennis Prager to make sure that Keyworth calls you
“._ today and I will inform the Department that the letter has been
\\sent You can expect Energy to complain about the letter.
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issue with you and he was going to request that you call an
appropriate Energy Department official conveying a unified EOP
position that GOCO's should be treated consistent with other
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~today and I will inform the Department that the letter has been
sent. You can expect Energy to complain about the letter.
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THE WHITE HOUSE

 WASHINGTON

July 21, 1582

Dear Senator McClure:

This letter presents the Administration's position on -
the provisions of S5.1657, the "Uniform Science and
Technology Research and Development Utilization Act,"
concerning rights to inventions resulting from research
performed by Government- Owned Contractor-Operated (GOCO)
entities.

The Administration strongly supports the approach to this
issue embodied in S.1657. That Bill, as reported by the
Senate Committee on Commerce, Science, and Transportation,
provides GOCOs the first option to ownership of inventions
made with federal support, unless "exceptional circumstances"
“dictate otherwise. This approach is consistent with the
central thrust of this important legislation -- private
‘sector ownership of rights to patents resulting from
federally-funded research, unless such ownership is

contrary to the national interest.

Although this approach reverses the long- standlng patent
- ownership practice of DOE and its predecessor agencies,
‘as well as that of some other agenc1es, we have coucluded
after careful study, that there 1s need- for the change
reflected in S.1657.

Successful technology development and commercialization
by the private sector are critical to efforts to revitalize
our economy and enhance our international stature. To
this end, the Reagan Administration is committed to removing -
barriers to, and providing incentives for, increased private
sector technologlcal innovation and productivity.  The '
. major thrust of §.1657 is to stimulate innovation and
productivity in the United States by encouraging transfer
of federal R&D results to the private sector for commercial-
ization. We, therefore, support $.1657 as a means of
Enhancing this country's efforts to commercialize technol-
ogies, increase productivity, and contribute substantlally
~to job creation. Because GOCOs represent a tremendous - -
‘source of technologlcal innovations with significant
commercial potential, they should have every incentive to
identify and transfer these innovations to the private
sector. Patent ownership has proven to be a powerful
incentive to innovation and commercialization of technology.




Those promoting retention of the present policy suggest it
is necessary to maintain GOCO commitment to agency goals

and prevent the possibility that GOCO ownership of inven-
tions might diminish or distract from the performance of
assigned tasks and lead to a conflict of interest. In our
review, no such conflicts were identified in the performance
" of any long-term government R&D contracts where contractors
retained ownership of government-funded inventions. Absent
compelllng arguments to the contrary, we believe it o
' inappropriate to establish any. sweeplng exceptlons to the
_general- pollcy -proposed by S.1657.

In those specific situations where government ownership of
inventions by GOCOs is Jjustified, S.1657 authorizes agencies
to limit the rights of a contractor simply by determlnlng
"that there are exceptional circumstances requiring such
action to better promote the policy and objectives” of the
.act (Section 301(a) (2). This is consistent with the policy.
established in Section 101(5), to "guarantee the protectlon
of the public interest."

We hope that this discussion clarifies the Administration's
strong support for Senate passage of 5.1657, including its
handllng of the GOCO issue. We will be pleased to discuss
this issue with you and your Committee further as required

We are advised by the Office of Management and Budget that
there is.no objection to the submission of this report for
your consideration and that the adoption of the recommenda-
tions made herein would be consistent with the program of
the President. .

Sincerely,

Wéwl

- G. A. Keyworth :
Science Advisor to the Presldent

~ The Honorable James A. McClure

United States Senate

Committee on Energy and Natural Resources
3121 pirksen Office Building

Washington, D.C. 20510
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L.}

Honorable Charles A Bowsher
Comptroller General

General Accounting Office
441 G Street, N.W.
.Wasbington, D. C 120548

: "~ .Re: KMS Fu510n, Inc. Contract No. DE-AC09-82 DP
T 40152 - o oo B ' S

- Dear Mr. Bowsher-

Under P.L. 96- 517 -The Patent .and Trademark Amendments of 1980,
thlS office as well as GAO is to be provided copies of all . -
exceptlonal circumstance' determinations .by the Federal -
agencies proposing to deny small businesses the right of
OWHEEShlp of inventions they have made in performance .of an
agency-funded R&D contract. - In accordance with the legislative
_hlstory of the Act, such determlnatrons are to be.used :
"sparingly." 1/ We believe the Act's requirement to send
. copies of such determinations to this office is intended Lo
_establlsh a means of mODlLOIlng appropriate and sparing use o[
. "exceptional clrcumstance 'determlnatlons as applled to small
~business. = :

”Background3

The funding agreement’ that is the subject of thlS action is a
five-year contract. (No. DE-AC08-82-DP 40152) for assisting
DOE's laser fusion research program entered into with KMS
“Fusion, Inc. (KM§S) on December 22, 1981, for approximately $45
million. By the attached DOE brief and. letter attached, DOE
has determined that the circumstances surrounding the sub ect
contract with KMS are exceptional -under Section 202(3)(11) of

~P.L. 96-517, and-that title to patent rights of all inventions
occurt ing pursuant to actlons under subject contract shouid
vest .in DOE [Attachment A] _ :

- KMS Fu51on, Inc. by the attached memorandum argues that KM%
- should rTetain title to government funded lnventlons undﬂr Lhe'

contract [Attachment B]

.l/ (See_ﬁirSt sentence_on page 32 of Senate Report No.96-480).

4 .
i
4




It is not disputed that KMS has engaged in extensive research
and development of inertial confinement fusion [ICF] for ten -
years. KMS has created numerous inventions on which more than
one hundred United States Patent applications were filed in the,
areas of basic laser driven configuration and illumipation
systems, fuel pellet production technology and hydrogen

_production technology. The company claims that it has 1nvested
~more than $25,000,000 in private funds in ICF research and .
-.development 1aborator1es, equipment and stalf.

The subject contract will: fund KMS to continue its work in ICF
and laser fusion technology, in pursu1t of both civilian and’
military applications.

The determination of exceptional circumstances was made by DOE
~pursuant to Section 202(a)(ii) of P.L. 96-517, and a copy was

forwarded to the Office of Advocacy. pursuant to the
requ1rements of Sectlon 202(b)(1) of the ‘same Act.

Ve contend that Congress s Intent that such determinations be

used sparlngly encompasses ‘three basic working pr1nc1ples

o .Great Testraint by Federal egencres whlch resort to
rsuch determlnatlons ' : '

o“rExploratlon of Teasonable alternatives to a denial
"of ownership, and a f;ndlng that all are . :
jlmpractlble

0 When absolutely necessary, denial of ownership to
‘the minimum extent necessary to accompl;sh agency
ends. . _ .

g 'Our review leads us to belleve that Lhe exceptlonal c1rcum—'
. stance determinat ion by the Department of Energy (DOE) in the

above case is inappropriate. Qur conclusions are based. on an
analysis of the facts surrounding the contract in this case and
appllcation of - congreSSLOnal intent In the exercise of the ‘
exceptional circumstances" clause. S ‘ :

'Dlscu5310n

The Government 's Equ1§y in the Research Results of
- the Contract Is Irrelevant under P.L. 96-517 to the
- Issue of a Determlnatlon of Exceptxonal - .

'Clrcumstances : :

DOE contends that the goverhment has in the past and is now

- fully funding all laser fusion research being done .in the

countty, including 94% of KMS tesearch in this area.




"It is Advocacy's position, however, that the Act is not an
attempt to balance the equities of private sector funding
ragainst that of the government. It is a declared attempt of
the Act to create an incentive for utilization of government -
funded inventions whether funded in whole or part, In. the past.
or present or whether private sector R&D fundan 1s prOCeedlng
or not (See-35 U.S.C. 200 and 202(a)). o

The DOE position, if followed to its ultimaLe conclusion, would -

support government ownership of all inventions made in
performance of a number of research programs which are in large
measure supported by the government, i.e., the search for cures
for specific diseases such as cancer. Further, since the
Administration's stated policy is t07fund only research not

being pursued in the private sector, DOE's position would throw’

into question virtually all cases whether contractors should
retain rights. ' :

We consider contractor ownership as an incentive to bring _
‘Tesearch results into commercial use, particularly in areas =
where government research dollars dominate due to«the_heavy
front end risk in establishing a new technology. DOE's refusal
. -to ptov1de KMS with market. protection. will clearly dleOUtage
- -entry into this technology since it has an unknown commercial
-potential which will be kind of costly to establish. Without:
some assurance of a viable development, a«beavy_KMS'investment
mlght not be justified.. : _ ' ' :

The -Fact that KMS's Invent ions Are in Part Derived
~ from the Work of Others Does Not Defeat Ownershlp
Rights Provided Under P L " 96-517 '

“DOE contends KMS's work is based on c13551f1ed 1nformaelon (to
which it has exclusive access) generated in most part by
employees of the government-owned company-operated (GOCO)
laboratory (Lawrence Livermore, managed by the Un1versxty of -
'Caleornia) KMS is hired to. 3331st

'-Advocacy contends thaL to the extent xnventions made by KMS
might be filed and then classified secret by tbhe -Patent Qffice
due to the area of technology they affect, -KMS would be denied
their commercial value by the Patent OfflCL unt il they are
declassified. This would be the case notwithstanding DOE's
determination to take title. Accordingly, secrecy determina-
“tions by the Patent Office moot the need of ownership in DOE
during the period.of secrecy. However, if DOE nonetheless .

takes titie on the basis of secrecy, it is reasonable to assume.

that the-contractor should be reassigned ownership after the -
period of secrecy lapses unless title in the government Is
justified in some other way. The detetmination does not speak




to ownershlp after secrecy lapses Thus, at most, DOE should
_request title to an extent not to exceed the period of secrecy
 imposed by the Patent OIfice Such a request would be

- consistent with "sparing' use of the "exceptional
ecircumstances” clause - S

~We view the issue of secrecy to be .irrelevant to an

"exceptional circumstance" determination unless the agency

. Intends to claim title after the period of secrecy lapses. In
"such a case the agency must support its determlnatlon on

grounds other tHan secrecy.

Further, we do not view .the fact that a KMS invention may be
- based on information (whether classified or not) derived from a
© GOCO employee to be relevant. It is axiomatic that all '
federally funded inventions are based on information and work o
derived from others. To the extent KMS claims inventions which .
‘are -first made by the GOCO, the Patent Office is set up Lo S
. resolve disputes over who was the first to invent. The Act
‘nowhere:suggests that the agency may sort out ownership rights
it derives from Iits GOCO from that of a contractor by merely.
taking the contractor's rights. The fact that DOE notes that
- it has engaged in this practice with KMS in the past (even to

the point of demanding ownership to inventions not made with
government support but related ‘to the research supported by it)
. is not a precedent for an "exceptional circumstance" situation.
-Indeed, that is the very- type of Federal preemptlon P L. 96-517 ~
_sought to change. :

The ‘Act and OMB Clrcular A 124 are clearly intended at end ing

- “contamination" of industry rights due to .involvement of
government supported researchers, (See D. Colloborative

‘Research and. '"de minimus" Recommendations on page 7557, Federal .
Register, Vol. 47, No. 34, February 19, 1982, Attachnen ).

=) '

‘For example, Section 35 U.S.C. 202 (e) th0ugh not dispositive
of this case states that given a ¢o-invention problem (and by
analogy a first-to-invent problem) ‘between a goverument
~employee and .a contractor, the agency may -assign the employee
- rights to the contractor. While GOCO employees are not .

' government employees, DOE has the discretion under P.L. 96-517
~to leave rights with GOCO contractors. It is widely recognized
 that DOE does not exercise that right with any degree of

- tegularity. This position has motivated the deletjon of the
'GOCO exception in the Schmitt bill, S. 1657, the Uniforw :
© Science and Technology Research and Development Utlllzation :
Act, pendlng before the. Conoress., _ S




It is-obvious that 1f the GOCO in this case retalned ownership
rights, DOE's purported confusion over identification of the
‘teal inventor . would end, because the GOCO and the contractor
could resolve 1nventorsh1p problems without government
“involvement. (35 U.S.C 200 indicates that one of the

- objectives of the bill 'is "to promote collaboratlon betwcen
:commercial concerns and .... univerSLties) ’

1t is clear that it Is the claim of government OWnership to the
GOCO's inventions that generates the alleged confusion over
inventorship and propels.DOE to now argue the need Lo use the
;exceptional circumstance to resolve its position. We object to
- DOE's creation of the problem and then resolving it in their
interest by use of the ‘exceptional circumstance“-provision'

KMS Would Not Assume the Status of a GOCO Under the
Subject Contract

- DOE’ contends. by an310gy that KMS Is in effect a GOCG and
therefore, DOE should be able to use the GOCO exception of P. L
- 96-517 to take tltle _

‘However, KMS is not . a GOCO and no analogy w111 make them one.

. - They are clearly a contractor with a right to the standard

provision-of A-124 absent a‘showing that an exceptiOn applieSp'

" The Sole Source Contract Method Does Not of Itself
Defeat KMS s Rights Under P.L. 96_517

- DOE erroneously suggests that since the contract was awarded to

KMS on a sole source basis they are already in a privileged A
position with regard to the technology and that this privilege
would be unreasonably compounded by the grant of ownership to

resulting lnventions : :

While a .sole source. coutract clearly ptovldes -a contractor manyq

privileges and advantages, the Act does not permit an exception
to the general rule on that basis; nor has DOE provided any -
rationale why it should. "It is unreasonable to believe that--
‘Congress intended the use of the "exceptional circumstance"

" provision in such a situation in light of the large percentage-

of R&HLinntracts that are sole sourced

nghts Under P.L. 96-517 Are Not Dependent on the
- Extent of Federal Fundlng . , _

EDOE contends that laser fu51on technology is being funded to
the point of commercialization and falls within the example

- - spelled out on page 32 of Senate Report 96-480 that permits use.

of the exceptional circumstance provision. .DOE reasons that
the agency plans to fully fund and promote to the market place
the development of an 1dent1f1ed product or process

g ——— ——— e TTTTT T




The Office of Advocacy tejects thét contention. Although DOE
suggests that they will fund laser fusion technology to the
point 6f commercialization it is clear that the facts do not

'_support that allegation. The mere recitation of intention to

"commercialize" ‘in the future does not satisfy the need to
identify a product or process to which the agency has committed

-~ funds for development. To handle the case otherwise would

clearly undermine the intent of the Act by permitting

.exceptions based on the mere expression of a future intent

rather than a commltment to COmmerCLallze.

Conclusion

‘

DOE's determination totally contravenes the "sparing use" of

“such exceptions as intended by-authors of P.L. 96-517. Under

the worklng pr1nc1ples cited above, the determination fails.

DOE's actions in resorting to the GOCO exception to create the

- problem and then using a determination to resolve it is not

~restrained use of the exception provision. ©No evidence of.
exploration of teasonable alterpatives was ever mentioned in

‘DOE's brief; and DOE's request -for complete divestiture of

ownership from KMS for all inventionms for all time under the
contract is not denlal of ownership to the mlnlmum extent
necessary. : -

- DOE's déterminétion'to retain title to-inventions in this case

lacks ‘42 plausible supporting argument. Since none of the

-purported reasons for .the determination were considered

supportive in themselves, there is no apparént reason to

. presume that they are supportive of the determination taken

together. ~ All of the factors when viewed -as-a whole do not

- somehow ‘take on a persuasive force greater than the sum of .

their parts; and no part of DOE's argument has merit.

- As noted, the legislative history of P.L. 96-517 indicatés

that, "it is expected that the fexceptional circumstance' o
provision will be used sparingly."” The determination in this:

‘case attempts to re-establish some of the criteria used.in a
1971 President's Memorandum identifying situations where the
_government was required to obtain title as appropriate criteria

for use now in "exceptional circumstance” situations. Since it
is apparent P.L. 96-517 intended to eliminate such criteria as
a reason to take title, they are_inapprOPriate for use ‘in
justifying an "exceptional circumstance' determination. Sole

_source contracts, contracts in areas of rescarch where.

'”government funds predomlnate,rsubcontracts Eron GOCO s “and

-~




c13551f1ed contracts whether taken together OT apart as an -

"exceptional circumstance" justification could sweep in a large
percentage of the contracts covered by P.L. 96-517. . Permitting
an ""exceptional circumstance'" exception on the mere basis of . -
one or more of these classes-is-simply not .in accord with the
,expectation that the exceptional circumstance provision'be '

"used sparingly.'" -Further, because these categories are
specifically definable and were not listed as possible :
exceptions within the Act or its hlStOly they cannot . arguably
be presumed to be "exceptional." :

The 1egxslat1ve hlstory of P.L. 96-517 further Lndlcates that
when the exceptional circumstances provision is used "it would
be within the spirit of the Act for the agency to . . . . de-
fine specific fields of use to which it will obtain rights in-
any inventions at the time of contracting . . . . so that-the
agency does -not destroy the incentives for further development
of any inventions in fields of use not of interest to the '

" cagency.'" ' The determination ‘is also considered defective in

- failing to specify such fields of use, especially since the
~agency has noted no interest in inventions useful outside the
field of laser fus1on ' :

Finally, we note that ‘DOE. could have aVOlded the. determlnatxon
as drafted by not us;ng the GOCO exception. With this -
alternative available to meet many of the suggested problems,
'['we do not believe that DOE can con51der thlS 51tuat10n

exceptlonal " :

Recommendatlon

Most meortant in thls case is the discretionary use of the
GOCO exception to take title from the GOCO and then using the
government ownership to claim that KMS ownershlp would result
in confusion over who was "first to invent. This problem is

~ simply resolved by not using the GOCO exception and reinforces
‘the revised bandling of GOCO's 1mpend1ng legislation S. 1657.

We strongly support that aspect of §. 1657 in light of what we -
- believe to be an abuse in this case. . S

- Further, we believe that KMS should be advised of the
"shortcomings of this determination. We strongly urge the




 General Accounting Office to reject DOE's determination of
 exceptional circumstances, and Tequest that Inventions under:
- the above contract vest-in KMS. — R

| -S/i/n'cerél.y e
ﬂ S o
Frank S. Swain’ :_f 
Chief Counsel for Advocacy

Enclosures:
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Agency Concerns on £.1657 Treatment of Reporting
and Electing Subject Inventions and Filing
Patent Applications Thereon

_ ‘The view of some agencies (notably DoD, DoE and NASA) is
. that inventions conceived or first actually reduced to practice
with government funding should be reported, elected and patent:
applications filed thereon, within a "reasonable time" after
they are "made". ™Made" is defined by these agencies as :
conCeptlon or first actual reduction to practice of an-
invention in performance of a Federally funded research and
development contract. A "reasonable time" is defined (as a
-~ minimum) to be prior to.any act which would preclude obtalnlng _ :
. foreign patent profectlon. (While the March 8, 1982 - s _
.. Administration mark-up of 5.1657 does not prov1de for this, 1t R
..z 1s the apparent intent of these agencies to. make provzslon for RIS
,thls by regulatlon at a later tlme). L e A

L In comparlson, Sec. 305 of S 165; rejects the agency
fapproach in favor of time: periods for- reporting, electlon and
~filing patent applléatlons triggered from-report of an . . .-
7 invention‘conceived or first actually reduced to practlce Wlth '

f-government funding to contractor personnel responsible for TR
~-patent“administration rather than from “made“ Further, theﬂ;;'_g;i;
- time of election and filing is to be compieted by the e o
Lo contractor (at a minimum), prior to any statutory bar date for
obtaining U.S. patent protection rather than forelgn patent

"_protectlon as suggested by the agenc1es._
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iThe two 901nts of" S‘1657 questlonea by the agenc1es were'ﬁﬁ”f"”f'
“Tdeveloped ‘taking into consideration not only agency comments. .
but those of contractors who would need to functlon under Lo

s.2657.

R N Nt

g It was clear from thlS review. that the POSltlon of the L
" agencies is unrealistic and would not serve the objectlves of Tiuf% o
';-S 1657 or the 1nterests of the publlc.., _ T e

Dlscu5510n of the two pOlntS of S. 1657 in controversy ';
follows.5; - : : . :

'l.“""Conceptlon is not an agproprlate p01nt in time to
- trigger reportlng of inventions. generated at- o
' government expense._ : :

Federal regulatlon have tradltlonally and -
ostensibly required reportlng within six months from- :
-the time the invention is "made". "Made," as noted, -
is conception or first actual reduction to practice of _
: -an invention generated at government expense. - Thus S
— "making" can be triggered by either “conception" or N

"first actual reduction to practice."” ‘In most
instances, "conception® will occur prior to "reduction
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to practice" under a contract. In some instances,

“"conception" may occur outside of the contract leaving

"reduction to practice"™ to trigger contractor

‘obligations, . Notwithstanding, it is apparent that

. under the agency p051t10n, the definition of
"conceptlon“ is the main focus in determining when the

) contractor = obllgatlons are trlggered :

e '“Conceptlon while not defined by the agen01es in
g f_thelr arguments has been generally defined as the -
" documentation necessary to establish a diligent patent

applicant as the "first-to-invent" in a contest with

another applicant for the same invention in the Patent

" Office. (See 35 U.S.C. 102(g)) A mere mental
conception is obviously not contemplated by the
©  -agencies since 1t could not serve as a trigger for
';reportlng dué to the difficulty in ldentlfylng the

.'5f}p01nt ln tlme that 1t occurred..

: Whlle a dorumented "conceptlon“ of the type

. “discussed would establish a time certain, albeit

- difficult to ‘establish in practlce, reqguiring ‘the-
\contractor ‘to report_within six months (or for. that B
matter at any point from that time) creates an- obv1ou3'“

.fi}dllemna for the contractor that does not meet the
'1ob3ect1ves of 5.1657, S

Clearly a documented "concept" coupled w1th _
reasonable diligence is important to the contractor -
for the purpose of establishing itself as the '

. first-to-invedt. However, to require a report'to the
.. .government within a specific time after such . ;.jV_a
~documentation defeats the contractor's ablllty to -

properly evaluate and modify the concept in order to

©. .develop .a potentially useful product Or process. The_l~:
~-most important aspect of this issue is the agen01es 2
" failure to recognize the‘iterative and improving -

nature of the invention process. While of doubtful
~enforceability, the agency position would reguire the

' report of numerous inventive concepts to the agencies - .

vwhich are later determined to be of doubtful value or

. patentability. Carried to its ultimate conclusion

- contractors would be in breach of the agency amendment
~of 8.1657, unless the contractor reported every .

inventive concept recorded in its laboratory note

" books. It is more likely under the agency suggestion:e

- that the contractor to limit needless paperwork would
avoid documenting inventive concepts, or if
"documented, withhold reporting notwithstanding’
specified reporting times until its feasibility
evaluations were complete and the perfected invention
identified. Under present FPR and DAR regulatlons it
would undoubtedly be found that hundreds of
. contractors have breached the duty of reporting.




3

government supported inventions within six months of
their "conception". Carried into S$.1657 this

- treatment of the agency position would place a cloud

over contractor title to many inventions which could
create a disincentive to private investment in their
future development. Thus, the agency position if

'1mplemented could. defeat the main objectlve of the

. Sec. 305 clearly avoids this dllemma by requiring
the report of inventions conceived or first actually

- reduced to practice in performance of government

support -after it is reported to contractor personnel

~ responsible for patent matters., This anticipates the -
- report of only inventive concepts that have perfected

potential while eliminating those that have been_shown'3i

to have doubtful utility and patentable significance.
- It is clea;'ﬁhat:such reporting will occur only after -
~ the contractor is satisfied it has reached the point = G
- of report £or patent purposes rather than being forced .. .. oif

U ito report: {or delay reporting) on the basis of an

-?:arbltrary time perlod Thus, the potential of a cloud"f B
on the contractor's tltle due to delayed reportlng is o
'-obV1ated : T T

Arguments that the contractor will delay .

_:reportlng indefinitely £ly in the face of the
contractors need to pursue the invention diligently if

he is to be de51gnated the flrst to-lnvent {SeeeBS:u_e

U.S.C. 102(g))"

The S 1657 treatment is con51stent w1th the

 practice developed under P,L., 96-517 and OMB Clrculars
A-124 and 1s suggested in the legislative history of .+ ... .. 1
. that Act.  The ‘Judiciary Committee indlcated on page'jTgiﬁiﬁﬂ»fg
‘-27 of Senate Report 96-480, thats: o e

'“The commlttee is concerned that standard Federal.
Procurement Regulations and Defense Acquisition
- Regulations provisions may force premature
decisions, and may literally reguire the :
reporting of inventions within times that afe not =
consistent with normal operational_practices_and 
. capabilities. For example, current requrements
“to report 1nvent10n, within six months after they_ﬁ
. are "made" could lead to forfeiture of rights in
numerous inventions if literally applied. Many

' inventions are not actually recognized as useful =
inventions for long periods after: their technlcali_.

"conception".




Requiring that government funded inventions be reported,
elected and patent applications filed thereon within a
reasonable time but prior to any act which would preclude.
obtaining foreign protection serves no identified

- government need and endangers the contractor s right to

" U. S patents. _ .

: Under S$.1657 the contractor is given what is
- .considered a reasonable time to elect and file, with
- the proviso that elections and filings can be required
prior to the date that any statutory bar may take
place under the U.S. patent laws. Thus, S$.1657 fully
meets the requirements of the agencies to sometimes
‘obtain patent protection in the United States for _
defensive purposes on. 1nvent10ns ‘that the contractor_
;.elects not to flle on. . . - Lo : S

However, the agenc1es apparently are not
satlsfled that .8.1657 glves it adequate means to’

assure that it will receive a worldwide, royalty—free-T;7f;?

license, . and the opportunity to file foreign -
applicaticns for defensive purposes when the _
contractor fails to do so. They suggest a concern. .

that the contractor might publish the invention, which -

in some countries might create an immediate bar to
patenting {(unlike United sStates law in which there is-
a one year period after publication w1th1n Wthh to

: flle patent appllcatlons ) S

R

~commercial contractors. These contractors normally
discourage and control rather than encourage

- ~publication by their scientists and engineers so as%tof‘

. protect their companies secrets. It is accordingly,’
" very unlikely that many agency contractors would have
any incentive to publish research findings so as to
-~ ‘destroy both their own and agency opportunity to file
. foreign patents. Instead, they would normally, even
if they allowed a publication, first screen it and

file an initial patent application. This, then, -would .

fully protect both the company and the agencxes

: It is 1mportant to note that even 1f 5.1657 was
amended to operate as requested by the agencies, it
would still be the contractor who would exercise the

. first right of refusal and the agency would only have-
~the right to file on rejected inventions. Since most
DoE and NASA contracts now contain patent clauses
I giving the agency the first right of refusal to
inventions made in performance of their. contracts it
appears safe to assume that the foreign patent

: The agency concerns have little Valldlty in the f't“.&
context of 5.1657 which is primarily aimed at large, -
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applications now in their patent portfollo were not
rejected first by the contractor. (NASA and DoE are
the only executive agencies that have been involved in
filing more than insignificant numbers of foreign '
patent applications.) Redrafting S.1657 to encourage

- foreign filing on rejected inventions in an era of
budgetary restraint should require greater

; justlflcatlon than furnished.

DoD has never had a perceptlble forelgn flllng
program, so that $.1657 would: have no perceived effect
on them under any circumstances. The DoD position as
it relates to effect of:publication on foreign filings
- seems implausible. Presumably; the problem only

.+ -arises in situations in which a publication would :
: ‘;,constltute a bar to patenting in the foreign country. -
. However, ‘it ought to be obvious that if the. S

" publication :did establish a bar, then DoD's defen51vetg7-”'"

concern would be fully satisfied because no one could

then obtain a patent in that country. This being the{~f,7

-‘case, there is .really only one hypothetical set for

‘facts under which the DoD concern would have any real =~~~

~validity. - That is foreign filing in countries with

" immediate publication bars could only be justified. on . ...

7. . the basis that someone else may have filed an

E ‘application on the same invention prior to the-
publication date, so filing by DoD could establish its
Place in interference and its possible entltlement to.

'~p~the patent in. that foreign country.

As noted, the Defense Department has filed very few forelgn:“'v

patent applications in the past. None that we know of were

brought into interference. Even i1f there were any, how many of

- these.involved inventions that were ultimately purchased and

. practiced by DoD in that foreign country? It would no doubt be . . |

cheaper for DoD to ignore forelgn filings altogether and to
litigate or pay a royalty in the few cases, if any, that they
__or thelr suppllers are sued under foreign patent laws '

In conclu51on, the only perceptible benefxt to be gained by
the agencies in requiring the right to reporting, election and
. filing of patent applications by the contractor prior to any

~act barrlng the ability to obtain foreign patent protection lS.

the right in some few instances to file foreign patent :
applications on inventions rejected by the contractor.
Conversely, such ‘a right would negatively effect the contractor.
~by permitting the agency to take U.S. patent rights on the
‘basis of an unauthorized publication or disclosure by a -
contractor employee. This would be unlikely given the fact that

[ ——
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§.1657 covers large profit-making contractors. Further the _
‘agency position would conceivably force the contractor to file A
or forego filing of patent applications with insufficient- - 5

. information due to an 1mpendlng publication. This would defeat

.. the intent of 5.1657 to give meaningful ownershlp of government
-_funded lnventlons to contractors._ : :

1‘ "
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: Ent:tled the “Umform Seiende and Technology Research and Development '
S _ Utilization. Act” .

IN THE SENATE OF THE UNITED STATES

SEP'I‘EMBER 23 (leglslanve day, SEPTEMBER 9) 1981 |

Mr SCHMITT (for thself ‘Mr. CANNON, Mr: GorTON, Mrs/ Kassenaum, Mr.
Lvcar, and Mr. Symus) introduced the following bill; which was read twice
and referred to the- Committee “on’ ~Conimeree, Sclenoe, and: Transportation

“Etitled the “Uniform Science and Technology Research and -
;i Development Utilization Aet”. ...
1 Be 1t enacted by the Senate and House.of Representa-
2 tives of the United.States of America in Congress assembled,

v cipriEetea s o vn PINDINGS o ora S

- 8Ee. 101> The Congress,: recognizing: the: profound

impact of:seience, engineering, and technology: .-p.o‘lioy on the

5
6
-T: economic; social, political, and technological well-being, and
8’ the health and safety ‘of the Nation as a-whole, hereby finds
9

-9 :and-deelares that; :
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ally fiinded ‘résearch ‘and development. This policy
S0 should “promote the "Progf'és"sﬁ of ‘science ‘and ‘the useful
‘arts, encourage the efficient commercial utilization of

* “techniological developments ‘and discoveries, guarantee

the protection of'}'tlniél‘ “publiof”ihterest' “and feoognize the

. -*"-’equltleS Of the' contraotmg partles

T B

7"Qr6102. Tt is the purpose of "t:hiéi'Aot”to-*_":"‘}‘

“(1) " establish and maintain “a  uniform Federal

" Dolicy for ‘the ifﬁhnﬁi@éfﬁé‘nﬁ ‘and use of the Tesults of

federally sponsored ‘Science and technology research

“and developm"’nt and

"‘('2) insure ‘the effective ‘uniform unplementatlon of

~ “the provisions of this "l&ct “and to monitor 60" contimis

mg ‘basis ‘the 1mpaot of Federal science and technology |

'£;§P011c1es on innovation' and teohnolOgy deVGlOPment

DEFINITIONS

" Smo. 103, As used in'this Act the term—
(1) “conitract” mieans any contract, grant, cooper-

7 ative ‘agreement, commitment, understanding. or other

arrangement entered into bétweéh":a;ny Federal agency

“and any person ‘where a purpose of the’ contract-is the
" conduct of ‘experimental, " developmental, ‘or” research

S Wozl;k;'-L'Sl‘i'Gh term includes any a;é'éignﬁié'nt;'“’S’ﬁbstituti{)h"

of parties or subcontract of any type enteréd into or

8. 1657—is
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“5(8) “made under the contract” or “made under a

‘contract” ~ when “uséd in relation to any invention
L "rneéﬁ'ef‘the:7c'6zncep'ti0n ’ Or”f'irst' actual’ reductien to prac-

" the contract ot under a contract,’respectwely;’

~(9) “nonprofit ‘organization”” means ‘universities

" and other institutions of higher education or'an organi-
"““zation of the type described in section 501(c)(3) of the
* “Internal Revenue Code of 1954 (26 U.8.C. 501(c)) and

exempt from taxation under séction’ 501(&) of the Inter-
nal Revenue Code of 1954 (26 U.S.C. 501()) or any

nonprofit scientific or educational organization qualified

< anaer-a-*sta;té-- nonprofit organization statute:

Loy “person ‘Theans any mdnndua,l pa,rtnershrp,

*“corporatlon assocratlon mstrtutlon or other entlty,

(11) “practical apphcatmn means to mantfacture

"““in'the ‘case of 4 composition or product, ‘to practice in

% “the"case of ‘a process or method, or to operate in the

case of a machine or system, and, in each case, under

“such conditions as to establish that the invention is

7 “heing worked and that its benefits are available to the

public either on reasonable terms or through Teason-

dhle 5li"(.3ens'i‘1‘lg“ arraﬁééxﬁénts'.-.s- IR

12y “Secretary ‘means the Secretary of Com-

" terce; and”

8. 1657—is
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~+(2)'in consultation with the Office of Federal Pro-
" curement Policy, to formulate -and ‘recommend to the
- President such proposed. rules, regulations,-and proce-
- dures ‘as ‘are necessary and desirable to assure. the con-
. gistent application of the provisions: of this:Act;
ssene(8) o accumulate,: analyze,. and -disseminate data

‘s necessary’ to evaluate the administration and effective-

ness of the policies set forth in this Act;

o se(d)cto detérnﬁne with administrative: finality, in ‘an
i1 ‘expeditious: ‘manier‘ without:- unnecessary: delay, aﬁy
“nvdispute: between-a ‘Federal ageney and an . aggrieved
wo:party arising undertitle TITof this-Act; and

cain men(h) to:-:.pérfoxjm?‘-s&(}h Other"'dutiesf' as:may . be pre-

2 geribed by ‘the President or by:statute.«: | - o
s w(eyFor the purpose of -assuring - the -effective: manage-
“ment 'of Government-owned inventions, the:Secretary is au-

thorized to— -

(1) assist and-coordinate agency efforts to promote

~e= the licensing :and -utilization: of Government-owned in-
¢ ventions;. i

¢ tn +(2) coordinateand advise the Federal :agencies: in

seeking protection and maintaining inventions in for-
eign countries, including the payment of fees and costs

connected therewith;

S. 1657—is
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2100 androbjectives-of this:Act; and fsuoion side

A8

9 |
<4 STPLR T ALLOCATIONS, OF RIGHTS—
¢ 4::GOVERNMENT CONTRACTORS; <

7

G080l RIGHTS:0F THE GOVERNMENT, /i r.:-,

{26880, 801 (a):Hach-Federal-agency shall acquire on

51 behalfof the:dInitedStates; at the:time. of entering. into- a

6 eontract, title:to:any:invention made under:the; contract, of.a

7~ Federal agencyif the-agency determines that—:

8 (1).the: services: of ‘the contractor are.for.the oper-

9 ocation -of :Federal :-res'earch.* and-development -centers, m—

10 cluding Government-owned . research . or, .production |

11 »faclhtles, e T A

A2 i s (2) following a-finding by .4/ :Government authérity

which-is:authorized by statute-or Executive order:to

14+00 > -conduct -foreign -intelligence. -or ‘counterintelligence ac-
15 o tivities, the restriction‘or elimination. of the right of the

-16:5° " contractor: to: retain -title. to”: any- subject. invention: is

{XTst o necessary:to protect the security: of such:activities;

A8 i wr(8)sin v éxcept’i_onal;«;_ circumstances; . restriction :.or

19 - Goveliimination: of the:-=;_1:fght;iof«_t—he,'_;_Q_Qntra(it!?l?z:s.t()':_;retain title

20z v toany.subject invention ‘will better promote the policy

22 oL vl (4)-the ;prineipal purpose fof. the confract is to «de-
| 23 s -?':Ve'lOP ‘or; improve - products; - processes, -or methods
24 . 2y which:-will be - required- for use by Government regula-
- 25501 tions: Provided;: however; That thﬁ;’:?]?ﬁﬂﬁml; agency may

S. 1657 —is——2
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s ngequire the licensefor the :States and:domestic muniéi-

~ &3

palgovernments b oaitl iosdpine ol on 108 €

b oton b

S RIGHTS OF/THE CONTRACTOQR > 71i07; o1

i bns SECI802:(a): Whenever-a: contractor ienters:into: 4-con-
i'tract with ' Federal:agency-othér than:in: those: :circurn-
stanees:identified-in section:301(a); thé:contractor or inventor

shall have the option of retaining title:toiany invention:made

‘“under the contract: Such rights:shall ‘be:subject to the limita-

.tions set forth in- section: 804:and:the: provisions:of section

>

805.:Such:option shall:be exercised by:notifying:the Govern-
11:~ment-at 'the time-of ‘disclosure ‘of the invention or Within such
12 time thereafter as may be provided in the:contract. The Gov-
18 :ernment .shall ‘obtain -title~to any:invention for which this
14 ‘option:is notiexereised.: .« orae e s gk s

15 (b) When the Government: obtains:title to an invention
16 under ‘section 301,:the contractor shall retain‘a nonexclusive,
17 »royalty-free - license - which “shall: ‘be’ ‘revocable “only to the
18 extent:necessary for:the:Government:to grant san exclusive
19 license.

2000y Bednnls con Wi WAIVER S w0

21z ‘SEC: 303:-A Federal agency may: at-any time. waive all
- 22;zorany:part :df::the ‘rights: of -the United States under this titlé
23 to-any invention of: class: of inventions made or which may be
24 made by any:person.or: classof persons ‘under :the contract -of

25:the agency if the agency determines that-the: condition:justi-

8. 16567—is
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1 upon terms reasonablé under the circumstances, if the agency.
2 deternﬁhes ‘suéh‘action‘:‘is‘"necessaryf‘ &k
- 78 wmon w2 (1) because the contractor has not taken, or is not
- -expected to take:within:a "l‘easoné,ble-time, ‘effective
- steps to achieve -practical application of the invention;

. (2) 1o alleviate serious - health:or: safety ‘needs
..which arenot'reasonably satisfied by the contractor, ‘or

“oits licensees; ¢ oo

© W a4 & o A

“:40(3) to- meet requirements for public use specified
10 .o i by ‘Federal regulation which hf‘e- not ‘reasonably satis-
:-1"1:-; .. fied by 'the contractor or its:licensees;:or: i1

127 w0 o (4) because-the actions:of:the - contractor beyond
187 - the exercise of the exclusive rights - in+the’ invention
14750 have "i.tende'd:i.-?subSta,ntia;Hy to lessen competition or ‘to
15 =i result in‘undue market concentration:in-any ‘section of
16 . the-United States in-any- line -of ‘commerce: to which
17 the technolbgy‘ relates, ‘or to create:and maintain other
18 -»situations  inconsistent with: the -antitrust laws.

19 (b The ‘rights-of the Federal :agency under subsection

20:(a) shall-be:subject ‘to the prior approval ‘of ‘the Secretary;
21 who shall make-a determination: after a formal hearing with

22 -affected parties present:and conducted in accordance with

238 ‘rules, regulations, ‘and: procedures-adopted by the Secretary:

8. 16567—is
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... .. ,any patent issuing thereon, a.statement specifying that

the invention was made with Government support and

the Government has certain rights in the inven-

.. allow deviation to the minimum rights ac-

quired under section 301 on a class basis in— .

. (A)  confracts involving cosponsored, cost

. .sharing or joint venture.research, when the con-
- tragtor is required to make a substantial contriby-

.. tion of funds, facilities, or equipment to, the work

performed under the contract;

_.(B) special contracting situations such as

. Federal price. or purchase. sqppo;iﬁ:{s;;;g,gd Federal

loan or loan guara,ntees and . -

(C) no dewatlon under thlS subsectlon shall

- waive in whole or in part, the minimum rights. to

g _:_be secured for the Feder@_l_ Govg;mggqt set, forth
‘111 sectlon 304(&)(4) 7 _ . :
(b) When it is determmed that the rlght to_require Li-
censing o the right of the Federal agency to license should

. _be_ exercised pursuant to section 304, the Federal agency

may specify terms and, conditions, including royalties to be

charged, if any, and the duration and field of use of the li-

cense, if appropriate. Agency determinations as to the rights

8. 1657—is
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TITLE IV—MISCELLANEOUS.: ..
. REPEAL OF EXISTING STATUTORY RESEARCH AND

DEVELOPMENT. AUTHORIIZATIO.NS,-.E_._"- | -
7 8EC.-401. The following Acts are h_er.eby amended as
follows:- |
(1) . Section. 205(a): of the Act of August 14, 1946 (7
U.8.C; 1624(a); 60 Stat., 1090), is amended by striking out

~-the last sentence thereof. .

-(2) Section 501(c): of the Federal. Coal Mine Health and

- Safety -Act of 1969 (30 U.S.C. 951(c); :83. Stat. 742) -is

- amended by striking out. the last sentence thereof. ..

~{(3)-Section 106(c) of the National Trafflc and Motor Ve-
hicle Safety Act of 1966 (15 U.S.C. 1395(c); 80 Stat, 721) is

crepealed. o no sl s

(4) Section 12 of the National Science Foundation Act

 of 1950,42 U.8:C. 1871(a); 82 Stat. 360) is repealed.

~ (5)-Section 152. of the Atomic Energy Act of 1954 (42
U.S.C. 2182; 68 Stat 943) is repealed.

(6) The Natlonal Aeronautlcs and Space Act of 1958”'
. (42 U.8.C: 2451 et seq.; 72 Stat. 426) is amended—

- -2457); ;Promdad, ;haw.e_ver,;.Ihat;;_subss%ct;O.nS:a.(f.u‘), (@, a.nd
(e) of such section shall: continue to be. effective with
. . respect. to -any;.application: for patents; in which the

. written. statement referred. to in. subsection (¢) of such

8. 1657—is
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v 4dy For the purpose of:-chapter 17 of fitle .35 of the
United States ‘Code, the ‘Administration: shall he considered:a
" defense agency of the United States.”’;’and = -
() by striking out:the following in ::Section
7 208(e)(3) thereof (42 U.8.C. 2478(c)(8)) .“(including
patents and rights thereunder).””." " . S
~(7) Section 6 of the Act of July 7, 196030 U.8.C. 666;
74 Stat. 337), is repealed. ~: =0 it Teng o0
U 8) ‘-’*Secﬁibn?éét of the Helium Act Amendments of 1960
(50 U.8.0. 167Th; 74 Stat:920) is amended by striking out

| both proviso clauses at the:end thereof.” +: 0 o0 v s

(9) Section 82 of the Arms:Control and Disarmament
Act (22 U.8.0.-2572; 75 Stati 634) is répealed. =

(10) Subsection (e) of section: 302: of .the: “Appalachian
Regional Development Act of 1965 (40 U.S.C. App. 302(e);
79 Stat. 5) is repealed.

.(11) Sectibn 9 of the Federal Nonnuclear Energy Re-
search and Development Act of 1974 (42 U.S.C. 5908; 88
Stat. 1887) is amehded by striking all after ‘“hours’ the
second time it appears therein, and inserting in lieu thereof a
period.

(12) Section 5(i) of the Tennessee Valley Authority Act

of 1933 (16 U.S.C. 831d(); 48 Stat. 61) is amended by strik-

ing hoth proviso clauses at the end thereof.

8. 1657—is
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WASHINGTON, D.C. 20510

February 24, 1983

Dr. Bruce Merrifield

Assistant Secretary for Productivity,
- Technology and Innovation

Room 4824 :

Department of Commerce

Washington, D.C. 20230

Dear Dr. Merrifield:

As Chairman of the Subcommittee on Science, Technology
and Space, I have directed my staff to produce specific
.legislative initiatives dealing with technoloclcal innovation.
I would appreciate the assistance of your office in providing
my staff with the technical assistance they require.

Thank you for your cooperation. )
Slncerely,hh
% W v AN

SLADE_GORTON
United States Senator

SG:bm]j
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UNITED STATES DEPARTMENY OF COMMERCE
The Assistant Sccretary for Productivity,
Technology and Innovation
Wastunglon, D.C. 20230

(202) 377-19B4

MAR 81983

Honorable Slade Gorton

Chairman, Subcommittee on Science,
Technology and Space

United States Senate

Washington, D.C. 20510

Dear Mr. Chairman,

Thank you for your recent note; and please count on us

- to help you in any way we can. Needless to say, this
area is the top priority of our office, and one of the
top priorities of the Department of Commerce.

Also, I have attached some material you may find of
interest.

e

Sinéerely,

D. Bruce Merrifield

Enclosures.
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