The attached papers relate to the July 1, 1981, implementation of Patent Act

(P.L. 96-517)
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OFFICE OF MANAGEMENT AND BUDGET
ABSTRACT OF CORRESPONDENCE

TO:

FROM:

David A. Stockman

Donald E. Sowle

OUTGOING TO:

Implementing the Patent and Trademark Act Amendments of 1980

SUBJECT:

The last Congress enacted P.L. 96-517, "The Patent and Trademark Amendments, of

1980." This Act gives universities, nonprofit organizations and small businesses a

first right of refusal of title in invention patents made in performance of
government grants and contracts with some limited exceptions.

A decision needs to be made on the role OMB shall play in issuing patent
regulations called for under the Act. A determination must be made expeditiously
if regulations are to be in place prior to the July 1, 198, effective date of the Act.

Issues for Decision -

ISSUE #1: Should uniform, government-wide regulations implementing ‘_thf:: Act

be issued by OMB for both procurement and grant transactions?

Decision Qptions

X OMB issue upiform government-wide regulations to .implement P.L.
26-517, Sections 202 thru 204 and 206 for both assistance and procurement
transactions. (OFPP and AD/M recommends)

Leave issuance of assistance regulations to individual agencies and
procurement regulations to OFPP.

ISSUE #2:  Should OMB assign to a lead agency government-wide responsibility
for oversight and evaluation of the effectiveness of the Act and its
implementing regulations?

Decision Options

CONTR

27

Assign a government-wide responsibility for oversight . and
evaluation of the Act to a single lead agency (a subsequent memo to the
Director will address choice of a lead agency). (OFPP/AD/M recommends)

No focus for responsibility assigned. Each agency shall monitor its

own activities, and Inspectors General and G il review progress,
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

Anenn
'\'HDI‘III‘I\J l Ul‘ u \— pavrs

OFFICE OF FEDERAL
FROCUREMENT FPOLICY

MEMORANDUM FOR: David A. Stockman
Director
FROM: Donald E. Sowle _
| Administrator-Desigrate
SUBJECT: Implementing the Patent and Trademark Act

Amendment of 1930

Issues Requiring Decision

A decision needs to be made on the role OMB should play in the issuing of patent
regulations. A determination must be made expeditiously if regulations are to be
in place prior to the July 1, 1981, effective date of the Act. Therefore, we believe,
the following issues need your decision.

- Should wme_pegulaﬂons implementing the Act be
issued by OMB for both procurement and grant transactions?

- Should OMB assign to a lead agency governmentwide responsibility for
gversight and evaluaTioii of the eifectiveness of the "Act and its
implementing regulations?

- Background

After maﬁy years of public debate on means to enhance the utilization of the
results of government funded research, the last Congress enacted P.L. 96-517, "The

Patent and Trademark Amendments of 1980." (Copy of the Act is attached as Tab -

A.) Sections 202 through 204 of the Act give universities, nonprofit organizations
and small businesses a first right of refusal to title in inventions, made in
‘performance of government grants and contracts with some exceptions and
conditions. In creating this right to ownership, the Act abolishes approximately 26
conflicting statutory and administrative policies. It should be noted, however, that
the Act explicitly retains the status quo for contractors, _ojﬁg{_tmn_sma.lLb_usmgsﬁ,
universities and nonprofit organizations. The stafus quo varies by agency and
‘ranges from title in the Government to title in the contractor. We expect a
_continuing move in the Congress to give all businesses the first right of refusal to
invention patent rights.

The Act covers the disposition of inventions resulting from approximately 1.2
billion dollars of grant and contract awards to small business and approximately 5
billion dollars to universities and nonprofit organizations. The incentive of
invention ownership should initiate a significant increase in commercialization with
all the resultant benefits and implications for advancing national goals of
productivity and innovation.

s




ve, sections 207 and 209 of the Act authorize each Federal
agency to grant nonexclusive or exclusive licenses under Federally owned patents
or patent applications as determined appropriate in the public interest. The Act
will become effective on July 1, 1981. To provide appropriate opportunity for -
public comment -and timely guidance to agencies, publication of interim regulations

in the Federal Register is necessary as soon as practicable.

In addition +a tha a
ek B Nkl WAl RAWSLE WS LR A = 5

A Patent Subcommittee of the Interagency Procurement Policy Committee {IPPC)
has been established by GSA, under Title II of the Federal Property Act, 10 _
prepare Federal property management regulations governing agency licensing of
Federally owned patents. Section 208 of the Act authorized GSA to issue these
regulations. In addition, the subcommittee has begun drafting regulations
governing agency disposition of inventions made by universities, nonprofit
\/ )\organizations and small businesses in performance of agency grants and contracis.

‘Section 206 of the Act authorizes OFPP to issue this set of regulations, It is these
regulations t the subj is_memo,

"? The Patent Subcommittee is made up of representatives from 21 agencies. OMB is
/ represented on an ex-officio basis by representatives from AD/M and OFPP. IGA

/ has sent a letter to 14 of the agencies having grant programs, asking them to
,-ff assure appropriate representation for assistance as well as procurement activities
/ during the drafting of the regulations governing disposition of university, nonprofit
f organization and small business inventions

: A%U; , The Patent Subcommittee of the IPPC and the GSA Chairman of the IPPC have
BAL e .agreed to procedures prescribed by OMB/OFPP to ensure full consideration of
: M o public comment before final issuance of these regulations by OMB/OFPP. This will
OuAR/OFTP include subcommittee review of suggestions from the private sector during
'?ﬁémj- drafting. OMB/OFPP will reserve authority to analyze comments solicited on
i fprwe et drats through announcement in Federal Register and known private sector interest

ey wo24 ] groups prior to issuing final regulations under section 206.
b _ Section 206 of the Act requires recommendations from the Office of Science and

Mf "~ Technology Policy (OSTP) before OFPP establishes regulations and standard

funding agreement provisions. Since QSTP is not ina posture to make recommendations

Wby ?

on implementing the law, we in OFPP have agreed to acquire OSTP's coordination prior z%‘ s |
to issuing regulations or standard funding agreement provisions. {m@xﬂ%ﬁﬁﬁé
Issue #1: Should uniform government-wide regulations implementing the (/g”c,g yéms::eea) :

Act for both procurement and grant transactions be issued by
OMB? ‘

Arguments in support

(a) Section 206 of the Act indicates that,

"The OFPP, after receiving recommendations of the OSTP, may issue
regulations which may be made applicable to Federal agencies
implementing the provisions of sections 202 through 204 of this chapter
~and the OFPP shall establish standard funding agreement provisions
required under this chapter."




Page 26 of Senate Report No. 96-480 indicates that,

"The bill . . . requires the OFPP to develop uniform regulations and
clauses in order to ensure that there is not a new proliferation of
inconsistent implementing clauses and regulations.”

(b) Since the Act covers disposition of inventions made under grants,
cooperative agreements and contracts, the assistance policy function of OMB
- Is supporting- OFPP to assure consistent application of the law across the
spectrum of assistance and procurement relationships, and to avoid problems
common to other crosscutting laws tied to assistance programs. While it is
possible to draft and issue separate government-wide regulations for
procurement and assistance, AD/M and OFPP have agreed that a single
‘regulation w edent se for future regulations
which implement crosscutting statutes tied to procurement and assistance.

() The university and small business communities affected by this Act
have already expressed a strong concern that QFPP may waive the authority
intended by P.L. 96-517 to_issue implementing regulations. They desire the
use of uniform forms, procedures, and principles which would end the need to
respond to the differing regulatory procedural requirements of each agency.

{d) There are indications that two agencies are glanning to proceed with

their own implementing regulations if a common set is not available to meet
the July 1, 1981, effective date of the Act.

Arguments in Opposition

(@) Some agencies may argue that allowing each to issue its own
regulations covering assistance and procurement programs may better
represent their differences and thereby facilitate implementation.

(b) Traditionally, OMB has not promulgated policy guidance that has the

force and effect of law enforceable in the courts.

Decision Options

X OMB issue uniform government-wide regulations to implement
P.L. 96-517, Sections 202 thru 204 and 206, for both assistance and
procurement transactions. (OFPP and AD/M recommends)

Leave issuance of assistance regulations to individual agencies

and procurement regulations to OFPP.

See me.




Issue #72: Should OMB assign to a_i lead agency igovernment—wide

responsibility for over51ght and evaluation of the effectweness of
the Act and its implementing regulations?

Arguments in Support

(@) P.L. 96-517 abolishes 26 agency statutes and administrative patent

regulations and establishes a single set of statu cover all
assistance and procurement R&D programs. The Act is silent on a number of

issues which are critical to consistent implementation. OMB would be
burdened with day-to-day patent issues as well as being required to exercise
oversight and evaluation the Act's eifectiveness.

(b) The Act does not assign oversight and evaluation to any single agency,
although five agencies and the Compftroller General are assigned some duties

‘undér the Act. (See Tab B.) A lead agency with government-wide

responsibility would be able to:

- Coordinate, exchange and report information. including the -
analysis of the results and benefits of the legislation;

(2) Evaluate effectiveness of the Act and OMB's implementing
regulatlons and whether legislative or regulatory improvements
need to be made;

(3)  Provide consistent technical advjce and assistance to agencies and
recipients in situations where precise definitions beyond statutory
language cannot be provided without operating experience;

(#) Review implementation of the Act and advise when and where
government economies and efficiencies may be realized;

(5) Aid in the development of a national policy on i ion; and

(6) Convene conferences/workshops to assist agencies, universities
and small businesses in implementing the Act. :

Arguments-in Opposition

(@) An assignment to a single agency for government-wide responsibility
for oversight and evaluation of the Act may constrain operating agency
flexibility in applying the Act to meet the special needs of its missions.

()  An assignment to a single agency for governmeni-wide oversight and
evaluation may create a disincentive on the part of the agenc1es to fully
cooperate in implementing the purposes of the Act.




Decision Options

Assign a povernment-wide responsibility for oversight and

evaluation of the Act to a single lead agency (@ s emo t
Director will address choice of a lead agency). (AD/M and OFPP
I recommends)

No focus for responsibility assigned. Each agency shall monitor
its own activities, and Inspectors General and GAO will review progress.

See me.




TabB .

AnalySIS of Statutory and Administrative Roles of Agenc1es

Section 6 of P.L. 96-517 is composed of 35 U.S.C. 200 through 211. Sections 202 through o
204 cover disposition of inventions to universities, smail business and non-profit :

organizations. Sectlons 207 through 209 cover the hcensmg of government—owned
inventions. : :

_ OFPP is designated under. 35 U.S.C. 206 as the office respon51b1e for estabhshmg
‘standard fundmg agreement provisions called for by 35 U.S.C. 202 through 204. OFPP is
. - also designated under 35 U.S.C. 206 as the office responsible for determlnmg the need to -
- 1ssue regulations implementing 35 U.S.C. 202 through 204 after receiving
‘recommendations from OSTP. While it is unclear from 35 U.S.C. 206 whether OFPP
- needs to obtain the advice of OSTP in drafting the standard funding agreement provision, -
- .. it is presumed they do since the conditions-of the prov1s10n are set out in 35 U s.C. 202
" through 2045 - : : . _ .

GSA is de51gnated under 35 U.S.C. 208 as the offlce respons1b1e for promulgatmg

_regulations for the licensing of government owned inventions under 35 U.S.C. 207 through
2090STP and OFPP are not given a role by 35 u. S.C. 208 in adv1s1ng on these
regulations. , _

' . OSTP, as noted, serves in an adv1sory eapaelty in drafting the standard fundlng

: ' 'agreement and regulations provided for in 35 U.S.C. 202 through 204. No input is
-required of OSTP in the drafting of regulations to implement 35 U.S.C. 207 through 209
: the sections of the Act pertaining to hcensmg of government—owned inventions. - .

- OMB has assistance policy development and coordlnatlon respon51b111t1es but is not
. designated a specifie role in the Aet. However, clearly basie science assistance pohc1es,
. . productivity and innovation, the absence of an ongoing focal point for assuring :
L _ o 1mp1ementatlon, and no provision for OSTP to be involved in advice on the licensing -
S agreement provisions suggests at least an initial eoordination responsibility and advice to :
- © - the President on the implications of this Act in promoting a national polley on
' -1nnovatlon Also see Sec. 102(0)4 of P.1,.94-282.

R 'GAO is d951gnated under 35 U.S.C. 202(b)(1) 3 to receive agency determinations mvolvmg_
[ ‘exceptional circumstances which require the use of provisions other than the standard
e - funding agreement provision; to advise agencies of patterns of determinations contrary
“to the pohcy and objectives of ehapter 38 or that an ageney's policies or practices are -
otherwise not in conformance with the Chapter, and at least once each year, transmlt a
_ report to the Commitiee on the Judiciary of the Senate and House on the manner in.
which Chapter 38 is bemg implemented and on such other aspects of government patent
policies deemed appropmate :

“SBA is designated under 35 U.S.C. 202(b)(1) to receive agency determinations involving
exceptional eircumstances which require the use of a provision other than the standard
-fundmg provision in fundmg agreements with small business firms. :




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

OFFICE OF FEDERAL

PROCUREMENT POLICY JUN 1 9 19881 : -

.I\iET\IORbsI\DU\l FOR DAVID STOCKMAN
ET'WIN HARPER .~
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-

I;‘RO;\?: : Tronald E. Sowle o

SUBJECT: OFPP Weekly Activity Report

1. Significant Events

A. 1 participated in a seminar this week sponsored by the National Security
‘Industrial Association to discuss Federal procurement issues and pregrams.

About 75 top company executives attended. I was pleased to note that

Dick Deleuer of DOD and I were in genera] agreement on a whole range

of procurement issues - including the validity of the Circular A-109 approar**

to major systems acquisition. Delauer agrees with mé that the problems

‘associated with A-109 are not due to its concept but due to inadequate 1molememchc;
by the military services,

B. Implementation of P.L. 96-517, "Patent Reform Act" has generatec w\w'y .
diametricallv opposed positions in various interesied agencies on severg! U»«(
kev issues. As a result of another meeting this morning, we arrived at & , 7
consensus position that will permit us to release a dreft OMB Bulletin for

public comment and interim gpplication by Julv 1, 1881 - as required by the'!

law. : :

Key Issues

- The issues which follow were key to those with opposing views --- (All of these
issues, according to independent views of two patent attorneys from industry, are
" minor and would make little overall difference in implementation of the law).

L. March in provisions - establishing uniform criteria in regulation vs each
agency establishing their own..
Resolution: Broad criteria inciuded

2. Application of patent clause to forelgn based contractors - applicable
-.vs not applicable - e
Resolution: Not applicable
e i —

publisher vs disclosure prior to publication

Resolution: Disclosure prior to publication with optionai alternative.
permitting agencies with foreign patent filing programs to require
disclosure prior to submittal of manuscript (DO & NASA imsistence)

oAy

4. .Federally Funded R&D Centers - excluded vs included
Resolution: Excluded T

pra—

3. Data Collection for GAO - maintain a count of all financial agreements
with clause and without clause vs only count exceptions
Resolution: Allow | year to implement GAO request which will give
agencies time to evaluate burden of collection information.

Juha_ 25

3. Disclosure of invention - disclosure prior to submittal of manuscript to H
' Lid

i




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF SCIENCE AND TECHNOLOGY POLICY
WASHINGTON, D.C. 20500

June 26, 1981

MEMORANDUM

TO: Donald Sowle
Administrator-Designate, OFPP

FROM: G. A. Keyworth ﬂﬂ

Director-Designate

SUBJECT: Interim Patent Regulations

My staff and I have just reviewed the proposed Interim Policy Guidance
to Executive Agencies on implementation of the patent provisions of
P.L. 96-517, "The Patent and Trademark Amendments of 1980". That Act
requires that OSTP be consulted prior to the issuance of such guidance.

In general, we feel that the interim requlations are a_positive appfoach-

E0 miform implementation of P.L. 96-517 by Federal agencies. An
exception is section 5b(i) (vi) which permits agencies interested in
retaining foreign patent rights to redquire, of contractors, prior
notification of intent to disclose (e.g., by publication) information
dbout a patentable discovery. We inderstand the rationale for this

‘provision from the government's viewpoint, but are concerned that it
will have the effect.of allowing, once again, non-tniform patent
policies among Federal agencies, and may have the effect of :unpedlnq

the filing of patentq bv gmall businesses and umve_rsrtles_

In spite of this reservation, we are willing for these proposed requ-—_
lations to be published on an interim basis allowing adequate time for

comments by all concerned parties. Consistent with the requirements of
P.L. 96-017, we ask that you include this Office in the process:of
reviewing the comments received and reaching a dec3.51on on the content
of the final regulatlons.



B OFFICE OF MANAGEMENT AND BUDGET
ABSTRACT OF CORRESPONDENCE

- TO: ' THE DIRECTOR

| FROM: " Donald E. Sowle, Administrator-Designate, OFPP

OUTGOING TO:  Heads of Executive Departments and Establishments

SUBJECT : . Patents -- Small Business Firms and Non-Profit Organizations W :
The proposed Bulletin provides interim policy guidance Mgencies for | B
implementation of the patent provisions of P.L. 96-517, "The Patent and Trademark Nt
Amendments of 1980." The Act, which becomes effective July 1, 1981, gives universities, '

" .non-profit organizations and small businesses a first right of refusal to title in inventions ~
they have made under Government funding agreements. Public comments willbe accepted
until September 1, 1981. The final policy coverage will be issued in an OMB Circular on or
before December 31, 1981. This pollcy covers both direct procurements and grants and
cooperative agreements, :

Compliance with E.O, 12291:

a. ~Procurement regulations have been exem ptl ed pur uant to the Director's b

memorand ofA il 8, 1981 F"aea, mo

b, . The provmons of the Bulletin, which impact grants and cooperative assistance,
are not considered to come within the requirements of a "Major Rule,” as-
defined in E.Q. 12291; however, a regulatory analysis is prov1ded herewith for
information purposes. : o
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' REGULATORY IMPACT ANALYSIS

1. Potentlal Benefzts n

The proposed rule 1mp1ements 35 U.S.C.o 200-206 That Act authorizes OFPP js -
- issue implementing regulations and requires that OFPP issue a standard patent provision
for all grants, contraets, and cooperative agreements (funding agreements) with small

- businesses and universities by July 1, 1981. The benefits that the Act and these -
" regulations are. intended to achieve are }t_ readﬂy quantlfzable, but are dlscussed in
-Senate Report 96—480 They melude° : _ : e

(1) Increased commerom'll?atmn ' ggg !mllzgtlon of government supported o

inventions by the ornca_te sector.

@) The increased part1c1pat10n of sma]l busmess flrms in gommeme_sggrch IR

programs

' '(3)' The ehmmatlon of numerous dlfferent and often conﬂxctmg md1v1dua1- -

: agency clauses and policies govermng the patent mghts of non—proflt and s

_ smess Ofl ractors. R

2. Pot_ent:al Costs.

~ This regulation should not ir costs @ ompared to the ecurrent regu'l'atory'

and administrative framework. It is intended to reduce substantially the administrative e
burdens. on reecipients, particularly those that deal with more than one government

agency. It should reduce the administrative costs in agencies by eliminating the need to

process requests for waivers of individual inventions or requests for the xssuence of ' '

Institutional Patent Agreements in agencles such as NSF and HHS. L

Dependmg on decisions made on the activities of the lead agency, thlS rnay mvolve

- a modest cost. However, a professional staff of between 1-3 FTE would only be required
to perform the lead agency functions related to the implementation of the Act, and the = -

Cirecular. Moreover, these functions should ehmmate the need for s:rmllar work tobe

o performed in multlple agencles

e 3. Potentlal Net Benefits

As the above dlscusswn indicates the benefzts substantially outwelgh any costs and
1ndeed there should be net cost saving. _ : s
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B Alternative Approaches

Keepmg in mlnd that the statute established the basie thrust of thIS or any other g .'

g 1mplement1ng regulations, the alternatives are somewhat 11m1ted. .

One alternatlve would be to limif the regulatlon fo the prescnptlon of a standard

 clause while. leaving all procedural details to the agenices. Such an approach however,

would frustrate the objective of ach1evmg uniformity and mmmnzmg administrative

burdens on reclp1ents Thus, it is deemed ~more effective to 1ssue govenmentw1de' el
standards in vamous areas. : _ :

- For example, this regulation estabhshes umform and faar standards for the exerclse L :
* of mareh-in rights. The Senate report recommended that this be included in the central

regulation. The Circular also contemplates that a lead agency will work with the

agencies to develop a standard format for the reporting by contractors of utilization
-efforts. The statute requires that the standard clause provide for the right of agenecies
to receivé utilization reports, The draft cireular is designed to provide a- mechamsm for

limiting the number and formats reclp1ents will have to prepare

Certain issues were ralsed during the drafting stage concermng partleularly the

- -requirements for reporting of inventions electing title and filing of patent application by
:contractors. Early drafts contained certain requirements not included in existing clauses - = -
~ that were objected to by university representatives as impractical and likely to frustrate:
~ the purposes of the Aet. These provisions are revised in this draft, and it is believed that - .
~ these requirements now represent an appropriate balance between the rights of the
- recipients and the need for agenecies to protect their interests in inventions. .

Since these regulations are to be issued on an interim basis, until public comments

~are received, it is difficult to determine whether further changes may be required. We
. expect that the interim regulation will be carefully reviewed by affected reclplents and
_ that based on these comments needed 1mprovements, if any can be made. ' : S




S

invited to issues related to Section B (vi) of th regu ations.
As now written, this provision allows agencies t add- a | crwese

to reporting requirements that would require prenotification to

the agency of potentially patentable findings before taking

certain actions, including submission of a manuscript for publi-

- cation. Agencies favoring this requirement indicate it is

- necessary to assure protection of foreign patent rights,
particularly when national security interest are involved. Others
"indicate that a prenotification requirement would be a disincentive
to the filing of patents intended by the Act and to timely
reporting of research results. Comments are encouraged on these
“and other considerations raised by this provision.

? ¥
o | P e
Attenﬂion of those commenting on the regulatlons<%s spec¢ifically '
n _

TN

TUL-Qaﬂwu*‘EF

f NOTE: - To be inserted onﬂpage 1 of bulletin. Refers to page 4 (vi}




OFFICE OF MANAGEMENT AND BUDGET
ABSTRACT OF CORRESPONDENCE

TO:

FROM:

OUTGOING TO:
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SUBJECT:

THE DIRECTOR

d E. Sowle, Administrator-Designate, OFPP

Heads of Executive Departments and Establishments

L}

=

-
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Patents -- Small Business Firms and Non-Profit Organizations

The proposed Bulletin provides interim policy guidance to Executive Agencies for
implementation of the patent provisions of P.L. 96-517, "The Patent and Trademark
Amendments of 1980." The Act, which becomes effective July 1, 1981, gives universities,
non-profit organizations and small businesses a first right of refusal to title in inventions
they have made under Government funding agreements. Public comments willbe accepted
until September 1, 1981. The final policy coverage will be issued in an OMB Circular on or

before December 31, 1981.

cooperative agreements.

Compliance with E.O, 12291:

da.

This policy covers both direct procurements and grants and

Procurement regulations have been exempted pursuant.to the Director's
memorandum of April 8, 1981.

The provisions of the Bulletin, which impact grants and cooperative assistance,
are not considered to come within the requirements of a "Major Rule," as

defined in E.O. 1229]; however, a regulatory analysis

information purposes.

is provided herewith for
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REGULATORY IMPACT ANALYSIS

1. Potential Benefits

The proposed rule implements 35 U.S.C. 200-206. That Act authorizes OFPP is

. issue implementing regulations and requires that OFPP issue a standard patent provision
- for all grants, contracts, and cooperative agreements (funding agreements) with small
‘businesses and universities by July 1, 1981. The benefits that the Act and these
" regulations are intended to achieve are not readily quantifiable, but are discussed in
. Senate Report 96-480. They include: :

(1) Increased commercialization and utilization of government supported
inventions by the private sector.

(2) The increased participation of small business firms in government research
programs.

(3) The elimination of numerous different and often conflicting individual
- agency clauses and policies governing the patent rights of non-profit and
small business contractors.

2. Potential Costs.

This regulation should not increase any costs as compared to the current regulatory
and administrative framework. It is intended to reduce substantially the administrative
burdens on recipients, particularly those that deal with more than one government
agency. It should reduce the administrative costs in agenecies by eliminating the need to
process requests for waivers of individual inventions or requests for the issuance of
Institutional Patent Agreements in agencies such as NSF and HHS.

Depending on decisions made on the activities of the lead agency, this may involve

a modest cost. However, a professional staff of between 1-3 FTE would only be required

. to perform the lead agency functions related to the implementation of the Act, and the

~ Circular, Moreover, these functions should eliminate the need for similiar work to be
performed in multiple agencies

-

3«  Potential Net Benefits

Z =
T =

As the above discussion indicates the benefits substantially outwelgﬁ any costs and
mdeed there should be net cost saving.

X




4, . Alternative Approaches

.,Jaﬁh ¥

Keeping in mind that the statute established the basie thrust of th

- or any other
inplementing regulations, the alternatives are somewhat limited.

e g

‘eI

One alternative would be to limit the regulation to the preserlptlon of a standard

‘clause while leaving all procedural details to the agenices. Such an approach however,

would frustrate the objective of achieving uniformity and minimizing administrative
burdens on recipients. Thus, it is deemed more effective to issue govenmentwide
standards in various areas.

For example, this regulation establishes uniform and fair standards for the exercise
of march-in rights. The Senate report recommended that this be included in the central
regulation. The Circular also contemplates that a lead agency will work with the

 agencies to develop & standard format for the reporting by contractors of utilization
- efforts. The statute requires that the standard clause provide for the right of agencies

to receivé utilization reports. The draft cireular is designed to provide a mechanism for
limiting the number and formats recipients will have to prepare.

Certain issues were raised during the drafting stage concerning particularly the
requirements for reporting of inventions electing title and filing of patent application by
contractors. Early drafts contained certain requirements not included in existing clauses

- that were objected to by university representatives as impractical and likely to frustrate
“the purposes of the Aet. These provisions are revised in this draft, and it is believed that
‘these requirements now represent an appropriate balance between: the rights of the

recipients and the need for agencies to protect their interests in inventions.

Since these regulations are-to be issued_on an interim basis, until public comments

- gre received, it is difficult to determine whether further changes may be required. We

expect that the interim regulation will be carefully reviewed by affected recipients and
that based on these comments needed improvements, if any can be made.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON. D.C. 20503

gt My

Mr. John E. Byrne

Director, Office of the Federal Register
National Archives and Records Service
General Services Administration
Washington, D, C. 20408 '

Dear Mr. Byrne:

In accordance with | C.F.R. 5.2 37 FR 23604, enclosed for publication
. o . Dellofur
in the Federal Register ‘is interim final OMB ar . entitled,

"Patents -- Small Business Firms and Non-Profit Organizations.”

Sincerely,

Daniel S. Mann
Budget and Management Officer

Enclosure
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Bulletin 8i-__, Patents -- Small Firms and Non-Profit Organizations

Agency: Office of Federal Procurement Policy, Office of Management and Budget

Action: OMB Bulletin on patents affecting small business firms and non-profit
organizations is being published as interim final policy coverage effective July 1, 1981,
-and for public comment. A final OMB Circular will be issued on or before December 3], -
- 1981, :

Summary: This Bulletin, issued pursuant to the authority contained in P.L. 96-517, sets
forth policies procedures and a standard clause for Executive Branch agency use with
regard to inventions made by small business firms and non-profit orgamzatjons and
universities under fundmg agreements (contracts, grants and cooperative agreements)
with Federal agencies where a purpose is to perform experimental, developmental and
research work.

On December 12, 1980, Congress passed Public Law 96-517 governing the distribution of
rights in inventions made by small business firms and non-profit organizations under
funding agreements with Federal agencies.

Congress provided that this Act takes precedence over any other Acts which would
require a disposition of rights in subject inventions of small business firms or non-profit
. organizations in a manner inconsistent with the new Act. Additionally, the new Act will
take precedence over any future Act unless the future Act cites the new Act and provides
that it will take precedence. This Bulletin takes effect on July 1, 1981, and will be
applicable to all funding agreements with small business firms and non-profit organiza-
tions executed on or after that date. The provisions of this Bulletin may also be made
applicable by mutual agreement to any subject inventions which are "made" on or after
July 1, 1981, in the performance of funding agreements which were awarded prior 1o
July 1, 1981, to small business ﬁrms or non-profit organizations, unless prohibited by law.

Commenters' views are encouraged. Where possible, revised language suggesting
_improvements and the rationale for proposed changes is invited. Comments are due by
September 1, 1981. :

'Add-resses: Send comments to Mr..Fred H. Dietrich, Associate Administrator, Office of
‘Fedgral Procurement Policy, 726 Jackson Place, N. W., Washington, D. C. 20503.

For Further Information Contact: (Contracts) Mr. Fred H. Dietrich, (502) 395-6810.
(Grants and Cooperative Agreements) Mr. Gerald A. Fill, (202) 395-3070.  _

Donald E. Sowle
Administrator
Office of Federal Procurement Policy
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BULLETIN NO. 81-
TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

b the

-
SUBJECT: Patents - Small Business Firms and Non-Profit Organizations
1. Purpose. This Bulletin provides interim policies, procedures and guidelines with
respect to inventions made by small business firms, non-profit organizations and unjversi-

ties under funding agreements (contracts, grants or cooperative agreements} with Federai
agencies where a purpose is to perform experimental, developmental, or research work.

2.  Authority. This Bulletin is issued pursuant to authority contained in P.L. 95-517,
"The Patent and Trademark Amendments of {280."

3. Background. After many years of public debate on means to enhance the utilization
of the results of Government funded research, the last Congress enacted P.L. 96-517,
"The Patent and Trademark Amendments of 1980." Sections 202-204 of the Act give
universities, non-profit organizations and small businesses a first right of refusal to title
in inventions they have made in performance of Government grants and contracts subjec:
to some limited exceptions. In creating this right to ownership, the Act abolishes
approximately 26 confiicting statutory and administrative policies.

Some understanding of the relative importance of the Act can be determined from.
the ‘amount of research and development funding impacted. Based on fiscal year 198C's
rate of Government R&D funding of small business, universities, and non-profit organiza-
tions, the Act covers the disposition of the invention results from approximately 1.2
billion dollars of grant and contract awards to small business and approximately 5 billion
doliars to universities and non-profit organizations. The 5 billion dollars utilizec by
universities and non-profits covers approximately 65% of the toal cost of all the basic
research conducted in the U.S. This large investment, coupled for the first time with the
_incentive of invention ownership in small businesses, non-profits and universities across all
Government research and development programs, could initiate a significant increase in
the commerc;alxzanon of inventions resulting from these programs.

Under the Act, The Office of Federal Procurement Policy (OFPP) is responsible for
issuance of the regulations implementing sections 202-204 after consultation with the
Office of Science and Technology Policy (OSTP). In order to expedite the drafting of
these regulations and obtain the advice of agency personnel familiar with patent matters,

- OFPP relied on an interagency committee for a preliminary draft of the implementing

“regulations for sections 202-204. This committee was formed. through an invitation to all
departments and agencies affected by the Act to participate in the drafting of regulations
for both the Government patent policy and licensing provisions of the Act,

: Regulations implementing the licensing provisions under the Act are available from
- the "Office of Acquisition Policy, General Services Administration, Washington, D. C.
- 20405. This Bulletin and the funding agreement clauses of Part 5c represent a reflection
of many of the views expressed by the Council on Government Regulations (COGR) and
other interested groups.




4.  Policy. This Bulletin takes eifect on July i, 1581, and will be applicable to all
funding agreements with small business firms and non-profit organizations executed

~on or after that date which are to be performed within the United States. This
Bulletin may also be made applicable by mutual agreement to any subject inventions
#which are "made" on or after July 1, 1981, in the performancé of funding
sagreements which were awarded prior to July l 1981, to small business firms or
Jon-profit organizations, unless prohibited by Iaw.

5. Implementation of Policy

a. Definitions. As used in this Bulletin --

(1) The term "funding agreement" means any contract, grant, or
cooperative agreement entered into between any Federal agency, other than
the Tennessee Valley Authority, and any contractor for the performance of
experimental, developmental, or research work funded in whole or in part by
the Federal Government. Such term includes any assignment, substitution of
parties, or subcontract of any type entered into for the performance of
experimental, developmental, or research work under a funding agreement as
herein defined.

(2) The term "contractor" means any small business firm or non-profit
.organization that is a party to a funding agreement.

~(3) The term "invention" means any invention or discovery which is or
may be patentable or otherwise protectable under title 35 of the United States
Code (USC).

1 : (4) The term "subject invention" means any invention of the contractor
} conceived or first actually reduced to practice in the performance of work
under a funding agreement.

(5) The term "practical application" means to manufacture in the case
of a 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 being utilized and that its
benefits are, to the extent permitted by law or Government regulations,
-available to the public on reasonable terms.

{6) The term "made™ when used in relation to any invention means the
conception or first actual reduction to practxce of such invention.

(7)  The term "small busmess fu'm" means a smaIl busmess concern, as
defined as section 2 of Public Law 85-536 (15 USC 632) and implementing
. regulations of the Administrator of the Small Business Administration. For
the purpose of this Bulletin, the size standard for small business concerns
involved in Government procurement, contained in 13 CFR 121.3-8, and in
subcontracting, contained in 13 CFR 121.3-12, will be used. N

=
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(8) The term "non-profit organization" means universities and other
institutions of higher education or an organization of the type describes in
section 501(c) 3} of the Internal Revenue Code of 1954 (26 USC 50la) or any
non-profit scientific or educational organization qualified under a state non-
profit organization statute.
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Procedures

(1) Use of the Patent Rights (Small Business Firm or Non-profit

P

Organization) (July 1981} Clausc

(1) Each funding agreement awarded to a small business firm
or non-profit organization which is to be performed in the United State:,
its possessions, or Puerto Rico and has as a purpose the perfermance of
experimental, developmental or research work, shall contain ‘the Patent
Rights (Small Business Firm or Non-proiit Organization), (July 1981}
clause set forth in part 5{(c), except that the funding agreement may
provide otherwisc.

(A} when the funding agreement is for the operation of &
Federally Funded Research and Development Center or a
Government-owned production facility.

(B} in exceptional circumstances when it is determined
by the agency that restriction or elimination of the right to retain
title to any subject invention will better promote the policy and
objectives of chapter 38 of title 35 of the USC, or

(C) when it is determined by a Government authority
which is authorized by statute or executive order to conduct
foreign intelligence or counterintelligence activities that the
restriction or elimination of the right to retain title to any subject
invention is necessary to porotect the security of such activities.

(i) Any determination under subparagraph (b)(1)Xi)(B) of this
section will be in writing and accompanied by a written statement of
facts justifying the determination. The statement of facts will contain

~such information as the funding Federal agencies deems relevant and, at

minimum, will (1) identify the small business firm or non-profit organiza-
tion involved, (2) describe the extent to which agency action restricted
or eliminated the right to retain title to a subject invention, (3} state thc

- facts and rationale supporting the agency action, (4) provide supporting

documentation for those facts and rationale, and (5) indicate the nature
of any objections to the agency action and provide any documentation in
which those objections appear. A copy of each such determination and
written statement of facts will be sent to the Comptroller General of
the United States within thirty days after the award of the applicable

funding agreement. In cases of determinations applicable to funding

agreements with small business firms, copies will also be sent to thc
Chief Counsel for Advocacy of the Small Business Administration.

(iii) To assist the Comptroller General to accomplish his
responsibilities under 35 USC 202, each Federal agency shall accumulate
and, at the request of the Comptroller General, provide the Comptrolier
General or his duly authorized representative the total:znumber of
funding agreements entered into it with small businesses or non-profit
organizations that contain the Patent Rights clause of section 5c of this
Bulletin during each period of July 1 through June 30, beginning July 1.
1982.
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{iv} To qualify for the Patent Rights in Inventions (Small
Business Firm or Non-Profit Organization) (1981) clause, the small
business firm or non-profit organization may be required by an agency to
certify that it qua}ifies as a small business {irm or non- pr rofit organiza-
tion as defined in subparagraphs (a)(7) and (a)¥(8). 1f the contracting
officer has reason to question the status of the small business firm or
non-profit organization under the definitions in subparagraph (a)7) anc
(a)(8). he may file a request in accordance with 13 CFR 121.3%5 in regarc
to the status of the small business firm or he may require the non-profit
organization to furnish evidence to establish that it satisfies the
requirements of the definition in subparagraph {a)(8).

(v} Right to sublicense foreign governments and international
organizations. When the agecy head or duly authorized designee deter-
mines at the time of contracting with a small business firm or non-profit
organization that it would be in the national interest to acquire the right
to sublicense foreign governments or international organizations pur-
suant to any existing or future treaty or agreement, a sentence will be
added at the end of paragraph (b) of the Patent nghts clause in part 5c
as follows:

"This license will include the right of the Government
to sublicense foreign governments and international
organizations pursuant to any existing or future treaty
or agreement with such foreign governments or inter- .
national organizations.”

However, this language may be modified by agencies to be limited to
specific treaties or agreements or otherwise specify a time when the
Government's right to sublicense ends.

(vi) Where agencies determine that, due to the need to support
their programs to protect Government-owned inventions in foreign
countries, additional procedural safeguards are necessary to prevent the
defeat of foreign rights due to statutory bars, the following languagc
may be added to paragraph (c)(1)ii) of the clause of Part 5¢:

Mbut in any event, at least three months (unless shortened by the
contracting officer) before (a} a public use or on sale of the
invention occurs, (b} a manuscript describing the invention is
submitted for publication without assurances of confidentiality, or
(c) the invention is otherwise made available to the public."

When the above addition has been made to the clause of Part 5c,

paragraph (cX2) should be deleted.

(2) Minimum rights to contractor

(i) Paragraph (e) of the Patenf Rights clause -of Part 5¢

specifies the minimum rights retained by the contractor' in subiect.

inventions. When the Federal Government acquires title to a reported
subject invention, the contractor will retain a revocable, nonexclusive.
royalty-free license throughout the world in the subject invention. The
contractor's license extends to its domestic subsidiaries and affiliates, if
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resulting from subcontracts.

any, within the corporate structure of which the contractor is a party
and includes the right to grant sublicenses of the same scope-to the
extent the contractor was legally obligated to do so at the tife the
contract was awarded. The license is transferable only with the approval
of the funding Federal agency except when transferred to the sufcessor
of that party of the contractor's business to which the invention pertains.

(i1) The contractor's domestic license may be revoked or
modified by the funding Federal agencies to the extent necessary to
achieve expeditious practical application of the subject invention pur-
suant to an application for an exclusive license submitted in accordance
with (cite application portion of the new licensing regulations). This
license will not be revoked in that field or use or the geographical areas
in which the contractor has achieved practical application and continues
to make the benefits of the invention reasonably accessible to the public.
The license in any foreign country may be revoked or modified at the
discretion of the funding Federal agency to the extent the contractor, its

~licensees, or its domestic subsidiaries or affiliates have failed to achieve

practical application in that foreign country.

(iii) Before revocation or modification of the license, the
funding Federal agency will furnish the contractor a written notice of its
intention to revoke or modify the license, and the contractor will be
allowed thirty days (or such other time as may be authorized by the
funding Federal agency for good cause shown by the contractor) after.
the notice to show cause why the license should not be revoked or
modified. The contractor has the right to appeal, in accordance with
{cite applicable portion of the new licensing regulations), any decision
concerning the revocation or modification of its license.

(3) Subcontracts

(i) Paragraph (g) of the Patent Rights clause of Part 5c of this -

~ Bulletin requires that the Patent Rights clause, suitably modified to

identify the parties, be included in all subcontracts with small business
firms and non-profit organizations for experimental, developmental, or
research work to be performed in the United States. For subcontracts,
regardless of tier, with other than a small business firm or non-profit
organization, paragraph {g) provides a blank space to be completed by
agencies with their own or applicable Government-wide regulations such

_as the FPR or DAR identifying the appropriate clause for such subcon-

tracts.

(i) Contractors will not use their ability to award subcontracts
as economic leverage to acquire rights for themselves in the mvennons

% -dle

(4) Publication or release of invention disclosures .

(i) The publication of information disclosing an invention by
any party before the filing of a patent application may create a bar to a
valid patent. Where the contractor intends to file patent applications,
the agency will use reasonable efforts to comply with any written
request to restrict its publication of information disclosing the invention
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for a reasonable period of time, in order to protect the patent rights in
the invention. The contractor, must specify the reports and documents
to be restricted and the period within which the patent application will
be filed.

(ii) As provided in 35 USC 205, Federal agencies are
authorized to withhold from disclosure to the public informaIion disclos-
ing any subject invention in which the Federal Government dwns or may
own a right, title, or interest {(including a nonexclusive license} for a
reasonable time in order for patent application to be filed. Furthermore."
Federa! agencies are not required to release copies of any document
which is part of an application for patent filed with the Unitec States
Patent and Trademark Office or with any foreign patent office.

{5} Reporting on Utilization of Subject Inventions. Paragraph h of the
Patent Rights clause in Part 5c of this Bulletin provides that agencies have the
right to receive periodic reports-from the contractor on utilization of
inventions. Agencies shall obtain such information from their contractors.
However, to ensure uniformity in the nature of the periodic reporting required
by the various agencies, agencies shall work with the lead agency to establish
standard utilization reporting requirements. To the extent such date or

‘information supplied by the contractor is considered by the contractor, or its

licensee or assignee, to be privileged and confidential and is so marked.
agencies should not, to the extent permitted by 35 USC 202{(cX>5}, disclose such
information to persons outside the Government.

(¢) Additional Administrative Requirements. To the extent not
required by other provisions of the funding agreement, agencies may add
additional subparagraphs to paragraph (f) of the Patent Rights clause in Part
5¢ to require the contractor to do one or more of the following:

(i) Provide periodic {but no more frequently than annually)
listings of all subject inventions required to be disclosed during the
period covered by the report;

(ii) Provide a report prior to the close-out of a funding agree-
ment listing all subject inventions;

(iii) Provide notification of all subcontracts for experimental,
- developmental or research work; and

(iv) Provide, upon request, the filing date, serial number, and

title; a copy of the patent application; and patent number and issue date

~for any subject invention in any county in which the contractor has
applied for patents.

¢. Clause for Fundmg Agreements (Small Business Firms and Non-Profit

(1) Patent Rights (Small Business Firms or Non-profit Organizations),
(Juty 1981). The followmg clause with such modifications and taiforing as are
authorized elsewhere in this Bulletin will be used in all funding agreements
with small business firms and non-profit organizations unless the funding
agreement falls within one of the exceptions described in part 5b(1)(ii).




PATENT RIGHTS

(Small Business Firms or Non-profit Organizations) (July 1981)

e ¢

a. Definitions

Ly

(1) "Invention" means any invention or discovery which is or may be
patentable or otherwise protectable under Title 35 of the United States Code
(USC).

TR I

(2} "Subject Invention” means any invention of the contractor
conceived or first actually reduced to practice in the performance of work
under this contract.

(3) "Practical Application" means to manufacture in the case of a
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 being utilized and that its

benefits are, to the extent permitted by law or Government regulations,
available to the public on reasonable terms.

(&) "Made" when used in relation to any invention means the
conception or first actual reduction to practice of such invention.

{5)  "Small Business Firm" means a small business concern as defined at
~ Section 2 of Public Law 85-536 (15 USC 632) and implementing regulations of
- the Administrator of the Small Business Administration. For the purpose of

this clause, the size standard for small business concerns involved in Govern-
ment procurement, contained in 13 CFR 121.3-8, and in subcontracting,
contained in 13 CFR 121.3-12, will be used.

(6) "Non-profit Organization" means universities and other institutions

of higher education or an organization of the type described in section

-501(c)(3) of the Internal Revenue Code of 1954 (26 USC 50la) or any non-profit

scientific or educational organization qualified under a state non-profit
organization statute.

b. Allocation of Principal Rights

The contractor may retain the entire right, title, and interest throughout
the world to each subject invention subject to the provisions of this clause. With
respect to any subject invention in which the contractor retains title, the Federal
Government shall have a non-exclusive, non-iransferable, irrevocable, paid-up
license to practice or have practiced for or on behalf of the United States any
éubject invention throughout the world for which the contractor has elected to
retain title. -

¢. Invention Disclosure, Election of Title and Filing of Patent a'Applications
by Contractor z

(1) After a subject invention has been disclosed in writing by the
inventor(s) to contractor personnel responsible for the administration of patent
matters, the contractor will:
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(i) Disclose such invention to the Federal agency within six
months:

(i) Elect whether or not to retain title to any such invention
by notifying the Federal agency within twelve months of disclosure to
the contractor; 2

(iii) File its initial patent application on an elected invention

within two years after election; and

{iv) File patent applications in additional countries within
either ten months of the corresponding initial patent application, or six
months from the date a license is granted by the Commissioner of
Patents and Trademarks to file foreign patent applications when such
filing was prohibited for security reasons. ‘

(2)  Notwithstanding the requirements of subparagraph c(!) above:

(i) Disclosure to the agency shall be made immediately after
contractor personnel responsible for the administration of patent
matters become aware of any manuscript describing the invention
accepted for publication, or any publication, on sale or public use of such
_invention; and "

(i1} In any case where publication, or sale or public use has
initiated the one year statutory period wherein valid patent protection
can still be obtained in the United States, the period for election of titlc
and filing of a United States patent application may be shortened by the

agency to a date that is no more than &5 days prior to the end of the
statutory period.

(3) Requests for extention of the time for disclosure to the agency.
election and {iling, where reasonable, will normally be granted.

(4) The disclosure to the agency shall be in the form of a written
report and shall identify the contract under which the invention was made and
the inventor(s). It shall be sufficiently complete in technical detail to convey
a clear understanding of the nature, purpose, operation, and, to the extent
known, the physical, chemical, biological or electrical characteristics of the
invention. The report shall also identify any publication, on sale or public use
of the invention and whether '@ manuscript describing the invention has been
submitted for publication and accepted at the time of disclosure.

d. Forfeiture of Title

(1) The contractor will convey to the Federal agency, upon written

' request, title to any subject invention:

(i) If the contractor fails to disclose or elect the subject
invention within the times specified in ¢ above, or elects pot to retain’
title. -

{ii) In those countries in which the contractor fails to {file

patent applications within the times specified in ¢ above; provided,




however, that if the contractor has filed a patent application in a
country after the times specified in ¢ above but prior to its receipt of
the written request of the Federal agency, the contractor shall continue

-

= toretain title in that country; or z

z (iii)  In any country in which the contractor decides not to

z continue the prosecution of any application for, to pay the maintenance
fees on, or defend in a reexamination or opposition proceeding on, a
patent on a subject invention,

e, Minumum Rights to Contractor

The contractor will retain a non-exclusive, royalty-free license
throughout the world in each subject invention to which the Government obtains
title except if the contractor fails to disclose the subject invention within the times
“specified in c above. This license extends to, and is revocable and transferable, as
specified in Part 5b(2) of this Bulletin.

f. Contractor Action to Protect Government's Interest

(1) The contractor agrees to execute or to have executed and promptly
deliver to the Federal agency all instruments necessary to:

(i) Establish or confirm the rights the Government has
throughout the world in those subject inventions for which the contractor
retains titie, and

(i) Convey title to the Federal agency when requested under
(d) above and to enable the Government to obtain patent protection
throughout the world in that subject invention.

(2) The contractor agrees to require, by written agreement, its
_employees, other than clerical and non-technical employees, to disclose
promptly in writing to personnel identified as responsible for the administra-
tion of patent matters and in a format suggested by the contractor each
subject invention made under this contract in order that the contractor can
comply with the disclosure provisions of ¢ above and to execute all papers
necessary to file patent applications on subject inventions and to establish the
Government's rights in the subject inventions. The disclosure format should
require, as a minimum, the information requested by subparagraph c(#) above.
The contractor shall instruct such employees through the employee agree-
ments or other suitable educational programs on the importance of reporting
Inventions in sufficient time to permit the filing of patent applications prior to
B.S. or foreign statutory bars.

o W

(3) The contractor will nbtify the Federal agency of any decision not

to continue prosecution of a patent application, pay maintenance fees, or - -

‘defend in a reexamination or opposition proceeding on a patent, in any
country, not less than thirty days before the expiration of the response period
required by the relevant patent office.

(4) The contractor agrees to include, within the specification of any
United States patent application and any -patent issuing thereon covering a
subject invention, the following statement, "This invention was made with
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Government support under (identify the contract) awarded by the Federal
agency. The Government has certain rights in this invention."

g Subcontracts

(1) The contractor will include this clause, suitably Modified to
identify the parties, in all subcontracts, regardless of tier, for experxmental
developmental or research work to be performed in the United:States by &
small business firm or a non-profit organization. The subcontractor will retain
all rights provided for the contractor in this clause, and the contractor will
not. as part of the consideration for awarding the subcontract, obtain rights in
the subcontractor's subject inventions.

FEEWL IRy

(2) The contractor will include in all other subcontracts, regardless of
tier, for experimental, developmental or research work the patent rights
clause required by {(cite section of agency implementing regulations, FPR, or
‘DAR

he Reporting on Uttlization of Subject Inventions

The contractor agrees to submit on request periodic reports no more
frequently than annually on the utilization of a subject invention or on efforts at
obtaining such utilization that are being made by the contractor or its licensees or
assignees. Such reports shall include information regarding the status of develop-
ment, date of first commercial sale or use, gross royalties received by the
contractor, and such other data and information as the agency may reasonably
specify. The contractor also agrees to provide additional reports as may be
requested by the agency i agency in connection with any march-in proceeding undertaken by
the agency in accordance with paragraph j of this clause. To the extent data or
information supplied under this section is considered by the contractor, its licensee
or assignee to be privileged and confidential and is so marked, the agency agrees
that, to the extent permitted by 35 USC 202(c)(5), it will not disclose such
information to persons outside the Government.

i. Preference for United States Industry

Notwithstanding any other provision of this clause, the contractor agrees
that neither it nor any assignee will grant to any person the exclusive right to use or
sell any subject invention in the United States unless such person agrees that any
products embodying the subject invention or produced through the use of the subject
invention will be manufactured substantially in the United States. However, in
individual cases, the requirement for such an agreement may be waived by the
‘Federal agency upon a showing by the contractor or its assignee that reasonable but
- unsuccessful efforts have bee made to grant licenses on similar terms to potential
licensees that would be likely to manufacture substantially in the United States or
zhat under the circumstances domestic manufacture is not commercially feasible.

I T T

je March-in Rights

The contractor agrees that with respect to any subject <invention in

- which it has acquired title, the Federal agency has the right in accordahce with the
procedures in OMB Bulletin (and agency regulations at ) to require the
contractor, an assignee or exclusive licensee of a subject invention to grant a non-
exclusive, partially exclusive, or exclusive license in any field of use to a responsible
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- ‘applicant or applicants, upon terms that are reasonable under the circumstances,

and if the contractor assignee, or exclusive licensee refuses such a request, the
Federal agency has the right to grant such a license itself if the Federal agency

-determines that:

Ad Y g b
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(1) Such action is necessary because the contractor or assifnee has not

taken, or is not expected to take within a reasonable time, effecfive steps to
achieve practical application of the subject invention in such field of use. '

(2)  Such action is necessary to alleviate health or safety needs which
are not reasonably satisfied by the contractor, assignee, or their licensees;

(3} Such action is necessary to meet requirements for public use
specified by Federal regulations and such requirements are not reasonably
satisfied by the contractor, assignee, or licensees; or

(#) Such action is necessary because the agreement required by

- paragraph i of this clause has not been obtained or waived or because a

licensee of the exclusive right to use or sell any sub;ect inventjon in the
United States is in breach of such agreement. :

k. Special Provisions for Contracts with Non-profit Organizations
If the contractor is a non-profit organization, it agrees that:

(I) Rights to a subject invention in the United States may not be
assigned withhout the approval of the Federal agency, except where such
assignment is made to an organization which has ‘as one of its primary
functions the management of inventions and which is not, itself, engaged in or
does not hold a substantial interest in other organizations engaged in the

manufacture or sale of products or the use of processes that might utilize the

invention or be in competition with embodiments of the invention (provided
that such assignee will be subject to the same provisions as the contractor);

(2) The contractor may not grant exclusive licenses under United
States patents or patent applications in subject inventions to persons other
than small business firms for a period in excess of the earlier of:

(i) five years from first commercial sale or use of the
invention; or

(i) eight years from the date of the exclusive license
excepting that time before regulatory agencies necessary to obtain

premarket clearance, unless on a case-by-case basis, the Federal agency =

approves a longer exclusive license. If exclusive field of use licenses are
‘granted, commercial sale or use in one field of use will not be deemed
-commercial sale or use as to other fields of use, and a first commercial
sale or use with respect to a product of the invention will not be deemed
. to end the exclusive period to difierent subsequent products covered by

the invention. . =

=
(3} The contractor will share any royalties collected on a subject

invention with the inventor; and
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_ (4} ~ The balance of any royalties or income earned by the contractor
with respect to subject inventions, after payment of expenses hncludm
payments to inventors) incidental to the administration of subject mvent:ons.
will be utilized Ior the support of scientific research or education.

END OF CLAUSE
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(2) Tailoring the clause. When using this clause, age,nmes should
replace the italicized (underlined) words and phrases with those appropriate to
the particular funding agreement. For example, contract should be replaced
by "grant" or "cooperative agreement" when those forms of funding agree-
ments are used. In grant, contractor would become "grantee" and contracting
officer might become "grants officer." Depending on its use, the Federal
agency can be replaced either by the identification of the agency which is
party to the funding agreement or by the specification of a particular office or
official within that agency. Where the clause requires the contractor to
communicate with the agency (as in section (h)),the agency should specify to
whom the communication should be made and cite any regulations establishing
a preferred form for that communication.
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d.  Retention of rights by inventor

In contracts with small business firms or non-profit organizations, if the
contractor does not elect to retain title to a subject invention, the funding Federal
agency may consider and, after consultation with the contractor, may grant requests
for retention of rights by the inventor subject to the provisions of
35 U.S.C. 202-204.

e. Government Assignment to Contractor of Rights in Invention of
Government Employee

In any case when a Federal employee is a coinventor of any invention
made under the funding agreement with small business firm or non-profit organiza-
tion, the Federal agency employing such coinventor may transfer or reassign
whatever right it may acquire in the subject invention from its employee to the
contractor subject to the conditions of this Bulletin.

1. Exercise of March-in Rights

' The following procedures shall govern the exercise of the march-in rights
of the agencies set forth in 35 USC 203 and the clause at Part 5c of this Bulletin:

(1) A march-in proceeding shall be initiated by the issuance of a
written notice by the agency to the contractor and its assignee or exclusive
licensee, as applicable, stating that the agency is considering the exercise of
march-in rights. The notice shall state the reasons for the proposed march-in
in terms sufficient to put the contractor in notice of the facts upon which the
action is based and shall specify the field or fields of use in which-the agency

- is considering requiring licensing. The notice shall advise thé contractor
“(assignee or exclusive licensee) of its rights, as set forth in this Butletin and in
. any supplemental agency regulations. The determination to exercise march-in

rights shall be made by the head of the agency or.his delegee.
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(2) Within 30 days after receipt of the written notice of march-in, the
contractor (assignee or excluswe licensee) may submit, in person, in wrmng
or I.ll[UuBll a ICPICDCIILGLI\'E, lillUlIlldllUH dllU drBUIIIEIIL 1” UPPU&!LIU“ Ol 'I:nt'
proposed march-in, including any additional specific information which raises a
genuine dispute over the material facts upon which the march-iréis based. If
the information presented raises a genuine dispute over the material facts, the
head of the agency or his delegee shall refer the matter to another official of
the agency for fact-finding.

(3) Fact-finding shatl be conducted in accordance with the procedures
established by the agency. Such procedures shall be as informal as practicable
and be consistent with principles of fundamental fairness. The procedures
shall afiord the contractor the opportunity to appear with counsel, submit
documentary evidence, present witnesses and confront such persons as the
agency may present. A transcribed record shall be made and shall be available
at cost to the contractor upon request. The requirement for a transcribed
record may be waived by mutual agreement of the contractor and the agency.

(4} The agency official conducting fact-finding shall prepare written
findings of fact and transmit them to the head of the agency or his delegee
promptly after the conclusion of the fact-finding proceeding. A copy of the
findings of fact shall be sent to the contractor (assignee or exclusive licensee)
by registered or certified mail.

(5) In cases in which fact-finding has been conducted, the head of the
agency or his delegee shall base his determination on the facts found, together
with any other information and argument submitted by the contractor
(assignee or exclusive licensee) and any other information in the admini-
strative record. In cases referred for fact-finding, the head of the agency or
his delegee may reject only those facts that have been found that are clearly
erroneous. Prompt written notice of the determination whether march-in
rights will be exercised shall be made by the head of the agency or his delegee
and sent to the contractor (assignee or exclusive licensee) by certified or

registered mail.

(6) Agencies are authorized to issue additional supplemental
procedures, not inconsistent herewith, for the. conduct of march-in proceed-
ings.

g- Appeals

In accordance with procedures prescribed by the funding Federal agency,

any party to the funding agreement, licensee, or assignee may appeal to the agency
or designee any decision or determination concernmg the denial, interpretation,
modification, or termination of a right to a subject invention under paragraphs (i),
Tk)(1), or (k)2) of the clause in Part 5c. In addition, the contractor may appeal any

':dec151on of an agency head's delegee that there is no genuine dispute over a material
'iact prowded for in section (2).

i

h.  Licensing of Background Patent Rights to Third Parties ,

(1) A funding agreement with a small business firm or non-profit
organization will not contain a provision allowing a Federal agency to require
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jo- Modification of Existing Agency Regulations
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the lu:ensmg to third parties of inventions owned by the contractor that are’

not subject inventions unless such provision has been approved by-the agency
head and a written justification has been signed by the agency head. Any such
provision will clearly state whether the licensing may be required in connec-
tion with the practice of a subject invention, a specifically identified work
object, or both. The agency head may not delegate the authority to approve
such provisions or-to sign justifications required for such provisions.

(2) A Federal agency will not require the licensing of third parties
under any such provision unless the agency head determines that the use of the
invention by others is necessary for the practice of a subject invention or for
the use of a work object of the funding agreement and that such action is
necessary to achieve the practical application of the subject invention or work

- object. Any such determination will be on the record after an opportunity for
an agency hearing. Any action commenced for: judicial review of such -

determination will be brought within sixty days after notification to the

- contractor of such determination.

i Administration of Patent Rights Clause

(1) It is important that the Government and the contractor know and
exercise their rights in subject inventions in order to ensure their expeditious
availability to the public, to enable the Government, the contractor, and the
public to avoid unnecessary payment of royalties, and to defend themselves
against claims and suits for patent infringement. To attain these ends,

contracts Patent Rights clauses should be so administered that:

(i) Inventions are identified, disclosed, and an election is made
as required by the contract clause.

{ii) The rights of the Government in such inventions are -

established;

(iii) When appropriate, patent applications are timely filed and
prosecuted by contractors or by the Government;

{iv) The filing of patent applications is documented by formal
instruments such as licenses or assignments; and

v) Expeditious commercia utilization of such inventions is
achieved.

(2) With respect to the conveyance of licenses or assignments to
which the Government may be entitled under the Patent Rights clause in
section 5 of this Bulletin, agencies should follow the guidance prov1ded in 41
CFR 1-9.109-5 or 32 CFR 9-109.5
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(1) Agency existing patent regulations or other published policies
concerning inventions made under funding agreements shall be modified as
necessary by December 31, 1981, to make them consistent with this Bulletin
and 35 USC 200-206.
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(2)  After July 1, 1981, this Bulletin and 35 USC 200-206 shall take
precedence over any confiicting agency reguiations or poiicies. .
&. Proposed Lead Agency Designation. As an option for assurance of,coordinated
&nd consistent implementation of 35 USC 200-206 and this Bulletin, conBideration is
“being given to establishing a lead agency to carry out collaboration of the following
functions with all affected agencies:

a.  Coordinate, exchange and report information;

b. Evaluate the effectiveness of the Act and this OMB Bulletin and whether
legisiative or regulatory improvements need to be made;

C. Review implementation of the Act and advise when and where
-Government economies and efficiencies may be realized;

d. Aid in the development and coordination of a national policy on
innovation;
e. Convene, as necessary, conferences/workshops to assist agencies,

universities and small business in implementing 35 USC 200-206; and

1. Perform such other duties and responsibilities to carry out the goals and
ob]ectlves of 35 USC 200-206.

Agency comments are encouraged regarding the lead agency concept.

7. Action Regquirements. Each Executive Branch agency shall revise its
regul ations concerning patents in compliance with the policy and procedure set forth
in this Bulletin. Such revisions shall not be more restrictive or burdensome than the
provisions of this Bulletin.

. Agency Comments. Comments from each Executive agency affected by the

~policy and procedure contained in this Bulletin will be accepted unti! September I,
1981. Send comments to Mr. Fred H. Dietrich, 726 Jackson Place; N. W, - -

‘Washington, D. C. 20503.

9, Information Contact: (Contracts) Mr. Fred H. Dietrich, (202) 395-6810."

(Grants and Cooperative Agreements) Mr. Gerald A. Fill, (202) 395-3070.

10. Sunset Date. This Bulletin will expire on December 31, 1981 unless replaced
by an OMB Clrcula.r on an earher date :

:f;‘n hl* wi oy

‘Donald E. Sowle . - David A. Stockm-an
Administrator _ _ Director =
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