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This réport, "Trends in Technology Transfer at Universities®, ié

the second report of the Association of American Universities?t

Clearinghouse on University-Industry Relations. The Clearinghouse
i; ' was e8tablished in 19é3 with the help éf a grant from the Pew

o Memorial Trust with the purpose of providing all interested
parties with information about university policies and practices

relating to research collaboration between universities and

industry.

™ The first report of the Clearinghouse, published in February

1985, addressed two issues of concern to universities: faculty

!; conflict of interest, and the delay of publication of research

results. That report illustrated how universities have adopted
policies and procedures that address these and other reiated

— problems that accompany industry-sponsored research agreements.

In selecting a topic for the second report, ;he Clearinghouse

focused on the activities of universities themselves rather than

faculty members. In addition to permitting and sometimes

facilitating industry-sponéored research, many universities are
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now taking steps to arrange for university-owned inventions to

developed and marketed. In some cases the university itself

undertakes the development and marketing of the invention.

In others, the university establishes either nonprofit or for-

profit entities to perform similar functions.

This report describes the diverse approaches currently being

be

taken by leading research universities, both philosophieally and

pragmatically, in forming and implementing the role of the
university in technology transfer and licensing. All ﬁhe
institutions participating in this survey havé given extensive
consjderation to the risks and benefits of technology transfer
activities. A= dne might expect, the practices of the sampled
institutions differ markedly and so do the reasons given for

those practices.

The AAU hopes these materials will prove to be informative and

useful.
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PART I - EXECUTIVE SUMMARY

This AAU report, Irends in Iechnology Transfer at Universities,

"is based on responses to a survey questionnaire in 1985. The
questionnaire scught informationcregarding the technology
transfer activities of universities, specifically:

* yhether respondents had restructured their internal

patent and licensing efforts in order to increase the
number of inventions owned and successfully licensed by
the university, and if so, the circumstances of the

decision to do so and the results of such efforts;

% ywhether respondents had established an external entity

to undertake technology transfer of university-owned

inventions, Such as a nonprofit foundation or a for-
profit company, and if so, the circumstances of the

decision to do so and the results of Such endeavors.

The survey responses reported widespread changes in internal

,,,,,,

patent and licensing activities and corresponding increases in
the number of invention disclosures provided by faculty to the
- university. The report explores circumstances that may have

Iy :

contributed to this trend, including:

% changes in federal patent policy relating to universities;
# a3 new approach to the public service role of universities

which encourages technology transfer;

% growth of state economic development programs which

provide incentives to universities to link university-
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based technology with the business community:

& requesté from faculty for aggressive technology transfer
capabilities in the university and corresponding
financial incentives to faculty for their
inventions;

* peduced funds for research from other sources.

With regard to external foundations and companies to provide
patent and licensing services and, in some cases, to provide
funds or inyéstors for further development and marketing of an
invention. the survey results were inconclusive. Two problems 
with the survey information rendered the results unclear:
% few institutions reported such activities;
® those that did report undertaking such activities did not
report the accomplishments‘and failures of these
activities.
The text of the report discusses in depth the discernible trends
in university technology transfer and the prospects for the
future aetiQities of universities in the cowmercialization Of.

research results.
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PART II - INTRODUCTION .

A. Purpose of Report

The purpose of this report is to review the results of the

second university survey conducted by the Clearinghouse on

University-Industry Relations. The subject matter is the
technology transfer activities of universities. The prinecipal
focus is the efforts of'universities to promote development and

marketing of university research results.

The first report of the Clearinghouse. Upiversity Policies and

Procedures Regarding Conflict of Interest and Delay of

Publication (February 1985), was based on university responses

to questions regarding two issues growing out of university-

industry research relationships: conflict of interest among
researchers, and delay of publication of research results.

Notwithstanding some differences among universities, the first

survey demonstrated remarkable similarities among institutions in
- establishing policies and procedures regulating faculty conflict

of interest and contractual delay of publication.

The first report concluded that there are dynamic forces
operating both within and outside the university to encourage

| = cooperation between universities and industry., especially in

: areas of new technology. Those considerations have directly
affected the functjons of the university itself, prompting many
administrators of major research universities to consider

seriously for the first time the proper role of the university
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in promoting the successful transfer of its technology from the

laboratory to the marketplace.

The responses to the second survey differ dramatically
from the first. Major research institutions have diverse
policies and procedureé concerning the extent of the uﬁiversity's
role in the business of developing and marketing inventions. The
o responses indicate that many of these differences may be
. attributed to: |

® differing philosophical approaches to business

relationships;

®* inexperience in business matters;

— % gvailable resources of the university;

® the cooperation and initiatiﬁe of state and local

governments in promoting innovation and new business;

®the differing interests and concerns of researchers,

These factors, and the responses of the universities surveyed,

are the subject of this report.

E. Background

[ 1. Overview

- a. Divergent Goals of Universities and Businesses
Universities, like other owners of intellectual property, must
protect their iﬁventions. They do so through the federal system
‘of patents or copyrights. If the inventiog is uﬂsuitable for such

P protection, an owner of an invention may choose to keep the




property secret, alﬁhough many universities treat secrecy as an
inappropriate practice. Once protected, a university seeks
methods for perfeeting, marketing, and manufacturing the
invention. and eventually licenses it for a financial return.
The method most frequently used is to negotiate a license
agreement with an interested party who wishes to bring the
invention to the marketplace. In exchange for the opportunity to
use. manufacture, and sell the invention, the licensee pays
royalties to the owner of the invention. Typically, the inventor

ias entitled to a portion of the royalties from the invention.

Unlike other owners of intellectual property, however,
universities have been the object of a controversy concerning
their role in promoting'development of inventions resulting fron
university research, especially in "high technology" areas. The
goals of entrepreneurs ﬁho take business prisks to develop

products and services for profit differ greatly from the teaching

and research goals of universities. These differences are at the

heart of the ethicadal and legal issues surrounding university-

industry interaction.

~Notwithstanding the considerable differences between the profit-

making goals of the private sector and the scholarly and
educatiocnal goals of universities, the two parties each have
resources that are needed by the other. The university can aécept
the financial support provided by industry and the industrial

sponsor can accept the universjty's concerns for quality and




impartiality in 1ts research. Thus the two can form a respeﬁtable
and profitable'research relationship. Many participants in these
relationships, and others in government, belleve that university-
industry collaboration brings a benefit to both parties, and

thereby to progress and innovation in the economy.
b. Additional Factors Pointing Toward Collaboration

Several other factors have contributed to the increasing expecta-
tion that universities should assist industry's application of
new ideas. Those factors include:

# ehanées in federal patent laws reiating to universities;

# promotion of university-industry interaction by state
gévernments;

® university interest in enhancing the income flow
from university-owned inventions;

* the interest of entrepreneurial faculty in opportunities
to reap greater financial rewards from their research
efforts;

® a gréater willingness on the part of industry to adapt to
university concerns in order to structure the

sponscrship of research and licensing of the results.

Man& universities have recently begun to expand their role in the
bommercialiﬁation of research results., Universities evaluate the
activities relating to technology transfer by considering issues
such as the:appropriateness of such activities to the primary
mission Of'fhe institution and the amount of risk involved in

promoting business development and marketing of research results.



Although the universities surveyed have been successful in
increasing the technology transferred‘from the university to the
marketplace. few have also been able to become participants in

the commercialization of their own technology.
¢. Survey Methodology

The information offered and conclusions drawn in this report are
based on the responses of institutions to a questionnaire. (The
text of the guestionnaire appears in Appendix A.) Some
institutions invited to participate in the surﬁey chose not to
respond. Others answered only some of the questions or offered
examples to illustrate an answer. (A 1ist of the universities
that responaed-to the survey appears in Appendix B)., Thus the
responses are not readily adaptable to standard methods of
quantitative data analysis., Therefore, unlike the first report
of the Clearinghouse, this report will ﬁot of fer conclusions
based on the percentage or number of universities undertaking
certain technology transfer activities. Instead, this report
offers a broad discussion of the trends émong the univeréities
that did participate in this survey, and sets forth the universi-

ties' own examples to provide greater insight into those

activities..

 2. Rol# of the Federal Government: Changes in Federal Patent
Law

a. Description of the Changes in Federal Patent Law

In 1980, a significant change in the federal patent policy



regarding inventions made with federal assistance was enacted.
Public Law 96-517. the.Patent‘and Trademark Amendmenté of 198¢,
provided that universities and small businesses could retain
patent rights to inventions resulting from research conducted

with federal funds.

The purpose of the change in the law was to facilitate the use of
governmént-funded inventions aé the basis for ccmmercial

products. Until the new law was enacted, only five percent of

‘government-owned inventions had been utilized by business. 1/

Congress was concerned that this low utilization was partly the
result of beétrictive-federal patent policies and the preference
for non-exclilusive licenses. Such licenses aré perceived by
entrepreneurs to be necessary to Justify the risk and capital
investment in development and marketing of inventions., By giving
the university clear title to the invention and the financial
incentive to promote its development. Congress hoped that
research results from federally-fundgd research would no longer

lie dormant. 2/
b. Results of the Change in Law

P.L. 964517 and subsequent amendments enacted in 1984 (P.L. 98-
620), appear to have had the intended result. This new patent
policy'has further contributed tc a change in attitude by both
universities and industry concerning cooperation on developing
technology. In reporting the 1984 amendments to P.L. 96-517 to
the House of Hepresentatives. the Committee on Science and

Technology stated:



"These laws [P.L. 96-517 and P.L. 96-480, The Stevenson-
Wydler Act, relating to promoting technological innovation
within the government] and other events have made government
research officials more sensitive to and more interested in
cooperating with the private sector. Universities and small
businesses have had incentive to promote inventions made
under federal contract and more federal inventions have been
the basis of commercial products.? 3/
Hany respondents to the Clearinghouse survey credit the new
Federal patent'law with providing the incentive for the univer-
sity to establish an aggressive patent and licensing progranm,
including the commercialization of inventions resulting fronm
privately supported research. However. other respondents stated
that Federal patent policy had no impact upon their patent and
licensing efforts. This latter view was shared bcth by institu-

tions that are pursuing an active program and those that are not.

One explanation for such a discrepancy is that the Federal patent
law is only one of several factors that have influenced
university decisions on the appropriateness of technology

transfer activities.

First, the university may have been encouraged to pursue an
aggressive patent and licensing policy because of interést in
greater commercialization of research results by faculty
researehers.'sécond, it is also possible that a statewide
economic development program involving the university may have
increased awareness among administrators concern;ng the
university's patent and licensing efforts. Thirdly, the impetus

for an aggressive technology transfer program could have been

~generated from an administrative office of the university rather




‘than the office responsible for patent and licensing activities.

'In some cases, the 0ffice of the President, in examining the

relationship between the university and local industrial

~research, may have brought attention to the university's patent

and licensing'program.

In spite of ﬁhese discrepancies. the fact that the Congress.
changéd the Federal patent law to encourage universities to own
and market federally-funded research results tends to validate an’
entrepreneurial approach by the university toward all research

results it owns.

3. Role of State Governments: Changes in State and Local
Development Efforts

a. Oeneral

Many state gqvernments, facing the need to revitalize industry
within their boundaries, have turned to universities in the state
as centefs ¢f innovation and opportunity. The National Governors!
Association stated this premise in its report Jechneology and

Grouwth: State Initiatives in Iechnological Innovation {October

1983):

"State governments are critically situated to encourage and
facilitate the process of technological innovation...They
support the vast majority. of the nation's public
institutions of higher education where most university
research and development take place. They provide
significant technical, management and financlial assistance
to new and existing technology-based firms from which
innovations to the marketplace flow. Equally important,
state governments are in a position to build the kind of
Partnerships with education and industry that stimulate
innovation and help to ensure its continued vitality and



‘relevance," 4/

‘One trend that can be identified from the responses to the =survey

is thét bublic-universities tended tb be invelved in inncovative
technoiogy transfer activities as a result of state economic
development programs. In addition to state start-up funding for
new research centers, the initiative for the university's
activities 1is assumed by the state. In these cases, universities
are one component of a state-wide strategy to undertake

technology transfer activities.
b. VYariations Among State Economic Development Programs

Some states have established cooperative centers among several
universities in a singlé region of the state and require industry
participants to provide funding t¢ the center. Other states have
grant programs for universities to establish their own programs.
The initiative for a program may have come from the legislature,
the governor's office or a task force appointed by the governor,
or from the staté offiée of eéénomigldevelopment. Some programs
focus on a single effort or inQustry;.others disperse fun&s
widely. Of course, state universitiés_ére an integral part of a
state's resources to enhance its ééénomy;‘ln addition, most long-

range state programs include the participation of private

uhiversities in the state.

c. Usefulness of State Economic Development Programs

The participation of the state government in efforts to promote

eollaboration:between industry and universities is often an
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encouragemeﬁt to both parties. Industry participation is
increased by the state's commitment of funds. The university
relies on the state as a buffer between 1t and industry demands.
Many respondents to the survey stated that federal and state
programs to promcte collaborative research activities have also
helped increase the number of inventions patented and licénsed by

the university.
d. Example: New Jersey

One example of a sweeping apﬁroaeh by a state to enhance its own
economy is reflected in the Beport of the lovernor's Commission
on Science and Technology for the State of New Jersey (December
1983). The Commission's'report setz out four support mechanisms
to promote university-industry collaboration in the state. The
Commission recommended the establishment of advanced teéhnology
centers to support equipment acquisition and research at tﬁe
state's public and private higher e&ucation institutions.
Industry would contribute to the centers through affiliates

programs, membership fees, matching grants, and in-kind support.

The report also réeommended a matching grant program awarded to
individual besearohers'working in emerging technologies with
commercial potential and a program of incubator facilities to
provide low-cost space to new companies to be selected by the
sponsoring university and to be financed by state-backed révenue
bonds. Lastiy, the Commission proposed a teéhndlogy extension‘
service, modeled after the Agriculture Extension Service, to

accelerate application of new technology to industry.
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The New Jersey Cdmmission also selected technological fields to
be targeted, and recommended the establishment of a state venture
capital fund, new loan programs, and modifications of
restrictions on investment and tax benefits of high teéhnology
investment. The Report also provided s;rategies for increased

attention to education. training, and job development.

To date, the state has established five advanced teehnologyi
centers with the help of a $90 million bond issue. The centers

include the'Cénter for Ceramics Research at the State University

~at Rutgers (which began with support from the National Science

Foundation); the Haiardous Waste Center af the New Jersey
Institute of Technology, and the Center on Biotechnology and
Medicine jointly with Rutgers and the University of Medicine and
Dentistry of New Jersey. In addition. the state has established a
permanent New Jersey Commission on Science and Technology to
further implement the report and to support science and

technology in the stéte.
e. Example: Wisconsin

In 1983, the State of Wiséonsin established the Technology
Dévelopment Fund to provide funding for new teehhology projepts.
The University of Wisconsin established its Office of Industfial
Research and'Technology Transfer in ;hat same year. The Qffice is
financed in'part by the Fund, and its burpose is to promote,

facilitate, and develop cooperative research and development

11



programs and to. guide fadulty in their pursuit'of commercial

development of inventions.

f. Other Examples

cher notable state economic development programs which
established centers for research at universities are the Ben
Franklin Partnership in Pennsylvania and the North Carolina

Biotechnology Center in North Carolina.
4. Role of Universities

The survey responses showed that universities do not have a
unified view of their role in technology development and its
relationship to business. Most institutions stresseﬁ their
commitment to edubation and the transmission'of knowledge to the
public domain. This principle was clearly stated by the Acting
President of the University of Wisconsin in a letter

accompanying the response fo the survey, in which she statéd that
teéhnology transfef activities "have been motivated by a sense of
cur responsibility to communicate knowledge to the broader
scientific and technical communities, rather than as a source of
additional research funding. Indeed our general experience has
been that technology transfer is in this sense an expense rather

than an income item.® 5/

Other institutions characterize their activities as
entrepreneurial. The President of the University of Utah, Chase
N. Peterson, refers to that institution's activities as Tacademic

capitalism®, and reports that the institution is aggressive in

12
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its réle as business facilitator for faculty and other
entrepreneurs who wish to utilize the reéources of the university
to develop businesses from university research results. 6/ The
University of Utah frequently takes an équity interest in new

ventures to commercialize inventions resulting from research on

campus.

As a result.of the varying approachgs of institutions to
technology transfer,.the types of activities they have undertaken
gover a widé spectrum. Some universities had considered the
formation of corporations or other arrangements which required
the university to undertake financial risk based on the
commercial Sucgess or failure of the developed products or
services. These.institutions have formed new enterprises based
upon carefully considered recommendations and a subsequent
business plan. Some have rejected such action. Others had not

carefully eonsidered'sueh actions, but have rearranged the duties

"~ of personnel within the institution to_direet more effort into

patenting inventions.

13
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A, Background

o The activities of a university to protect intellectual property
and to market inventions successfully may be conducted by the

uniVersity itself or on behalf of the university by an entity

outside the institution's direct control. In order to determine

how much of this activity is conducted inside versus cutside, the

survey asked respondents to describe thelr internal operations

for patenting and licensing university-owned inventions,

including their use of outside patent management firms for

evaluating invention disclosures and filing patent applications.
The survey asked: Does the university encourage faculty to

disclose inventions; upon what basis doces the institution

distribute royalties; and has the university increased its

efforts to promote the instituﬁion's patent and licensing

program?

‘B. Results of Survey

1. Establishment of University Patent and Licensing
Capability .

a. General

Mcst of the universities responding to the survey have revised
their patent policy within the last three years or are presently

in the process of so doing. Recent reyisions place greater.
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emphasis on technoloéy tfansfer..Teéhniques include identifying a
single office-within the university.to be responsible for

i~ ) negotlating licenses with industry, and providing increased

| monetary and supporf éervices incentives to faculty to gnodurage
invention disclosures. In mos£ cases the fevisidns were |
undertaken at the recommendation of an advisory oomiittée
appointed by'the president or a vice-president of the university
consisting of faculty, sﬁaff, and administrators and reporting
directly back to the president or the board of trustees of the

university.
b. Example: Un;versity of Washington

For example, in 1981, the University of Washington formed a

University Task Force on Technology Transfer to review

policies and practices; AmOng.other items, the Task
Force recommended new policies to:

* reward faculty for research with commercial potential;
a.rj L reviée paten# pol;cy.;nllight pf the federal patent law

changes;

# provide greatgr'noy#lties to the invenﬁor's départgent_fdr'
_research;
® establish a'néu'qrfiqe to coordinate,ventures'w;tthutgidé_

firms and the newly established Washington Research

Foundation.
Further, the Task Force recommended the establishment of a
standing committee to monitor this policy and its implementation.

The university adopted and implemented all of these

15




recommendations and all patent and licensing matters are now the

responsibility of the Office of Technology Transfer.

The University of Washington reported a dramatic increase in the
output of their licensing program. In the first half of 1985, the
university had received 75 1nvehtion-disclosures as compared to
25 in each year between 1978 and 1982. The university also
reported an increase in the number of licenses and the number of

inventions being evaluated for commercial potential.
¢. BResults of Efforts to Establish University Offices

Every inétitution that has tried to increase the number of
patents and iicenses of ﬁniversity inventions has reported an
increase in the number of inventions disclosed by faculty and

an increase in the number of licenses of inventions successfully

negotiated with industry by the university.

In cpnjunction with the establishment of a separate office within
the university to address the univefsity's'patent and licensing
needs, many universities have set ocut fo increase the visibiiity
of fheir patgnt and licensing program. Pubiic relations efforts
both inside and outside the univérsity'have accompanied a greater
emphasis on technology transfer. Many institutions provide new
publications directed to industry to advertise the resources of
the university and its willingness to engage in negotiatidns.
Some institutions hold seminars for industry representatives to

introduce researchers, describe the university's capabilities,

16



and tour the university's facilities and instrumentation. In some
cases these aétivities are part of an effort by the state to

attract new high technology industry.

2. Patent Management Firms

a. General

In 1977. Rensselaer Polytechnig Institute established its current
procedures concerning patenting and licensing inventions. The
Institute's major reason for changing its procedures was
dissatisfaction among'faculty with the patent management firm
previously engaged by the Institute. As a result, the Institute
established a Patent Review Committee consisting of faculty.

members and administrators. Faculty researchers submit invention

disclosures to the Committee. When the Committee determines that

an invention has commercial potential, the Institute may patent
it or submit it to é patent management firm. If the Inatitute
retains the.option to patent the invention, the Office of Grants
and Contracts undertakes the task of'preparing a patent
application. Licensing arréngéme@ts afe eonducted by a patent

attorney outside the Institute.

Such efforts demonstrate nei ﬁéés_of pateﬁt manageﬁenfﬁfifmg; In?;'
the past, the typieai érhangement between a ﬁniversity ahd a
patent management firm had been as foilows: the university wouid
send all invention disclosures it received from faculty to the
patent management firm for.evaluation. The university would'not
compensate the firm for the evaluation of the invention. The firm

would be under no obligaticn to accept the invention for further

17



action, but if it did, the firm would receive a major portion of
the royalties (as much as half) and the university and the
inventor would share the remainder. Royalties Héuld be paid after
the firm wés compensated for its efforts in patenting and

licensing the invention.
b. Decline of Use of Patent Hanagelént Firas

The survey responsés indicate that there is ne¢ longer a standard
use of patent management firms among ﬁniversities. Some
institutions conduct patent management activities within the
university while others have maintainedllong establisﬁed

relationships with a particular patent management firm.

The traditional arrangement with a patent management.firm has
become 1ncreasingly unacceptable ﬁo many universities because

it requires the university to relinguish ccntrol of the deeision
to puréue a patent. Nor are faculty researchers satisfied with
the passive role of many patent management firms and the laék of
attention given to the development of their inventions. Several
universities stated th#t one reason they abandoned their patent
management firm was the dissatisfaction of researchers with their
exclusion from the process of evaluating their invention for

commercialization.
¢. Alternatives to Patent Management Firms

Most of the institutions which have terminated a prior patent

management arrangement have now established, as an alternative,

18




an in-house patent and licensing office or a separate foundation

associated with the university to perform the function of

evaluating inventions for possible patent protection. The trend

— ' toward bringing the patent managemént funcfion into.the

N university or transferring the funetion-to a foundation is clearly
a response to the lack of attention by and control over patent

management firms.

Some institutions have negotiated new arrangements with patent'

management firms to provide for more focused consideration of the
e uwniversity's invention disclosures. This approach is most often
used Iin lieu of establishing an in-house capability for patent

management, but several institutions have done both.
§§ i. Example: University of Colorado

f} For example, the University of Colorado has an agreement'ﬁith

L University Patents, Inc. (UPI), which was recently renegotiated
to provide for special contingencies, The agreement provides that
upon request of the Regents of the University, UFPI shall grant a
license to a unjiversity-owned iﬁVention "to a new venture funded_
in whole or in part either by the Regents, by the Coloradb
University Foundation, or by any affiliate of either of
them..."/7 This provision allows the university to form or
support a new company to develop an invention without the direct

'partieipation of UPI.

Further, if the Regents obtain a research‘grant or contract from

a for-profit, nongovernmental entity, and such entity receives an
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option for other rights from the Regents with:respect to fUtﬁre
inventions made as a résult of such funding, ‘' the Regents can
exclude UPi frqm a share of such future inventions. This
permits the university to include provisions concerning tﬁe
development of inventions within a contract directly with an

indusatrial sponscr.

The University of Colorado has established a foundatién and a
for-profit corporation, (to be discussed further in Part IV), in
part because its former arrangement with UPI permitted UFI to
accept only a small fraction of the invention disclosures offered
by the university fof commercialization. The corporation is

expected to undertake the risk of pursuing inventions refused by

UPI.
ii. Other Examples

Another example of a modified patent management agreement is
demonstrated by'the University of Kansas and Research
Corporation. Under a new arrangement, a representative of

Research Corp. travels to the university campus to seek out

_ inventions among researchers. In addition, the University

established an ad hoc comﬁittee to review inventions, rather than
relying solely on the determination of the Hesearch Corp.

representative concerning the commercial potential of research

results,

s

Purdue University has a similar arrangement with Research Qorp.

20




in which a répresentative from the firm contacts each faculty

member who has a research grant to determine uhether'any research

results should be disclosed for possible commercialization.
3. Revisions to Royalty Arrangements

Another practice used to promote technology transfer within the

university is the revision of the university royalty distribution
arrangement with faculty inventors. For example, the University
- of Michigan'changed its royalty distribution as an incentive to
in#entors following the recommendationsrof two faculty

! committees. The old distribution formula provided for a flat 20

percent share of the royalty income to the inventor. The

remaining 80 percent was divided evenly between the inventor's

department or school and the university to support further

research. The newly revised formula provides for distribution of
royélties,.after-the university recovers its expenszes for
patenting and licensing the invention, in accordance with a
sliding scéle providing for 50 percent of the first $100,000 of
- royalty income to be distributed to the inventor and the; .

| remainder divided evenly beftween the inventor's department énd
the university, 40 percent of the second $100,000 to the inventor
and the reméinder divided evenly between the inventor's
department énd the university, and 20 percent of any amounts over
$200,000 to the inventor and the remainder divided evenly between
B the inventor's department and the university. The university's

™ share is used to maintain and expand the Intellectual Pfoperties
Cffice. The_department or School may use its share to support

[ research activities of its faculty, at the discretion of the unit
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head.

The University of Washington also has a revised royalty
distribution plan. After recovering an amount equal to 15 percent
of the royalties for administrative expénses of the Washington
Research Foundation, royalty income is distributed as follows:
the inventor receives 100 percent of the first $10,000. Any
amount received above $10,000, but not exceeding‘$u0,000, is
divided among the inventor (50 percent}, the inventor's
department (25 percent), and the (Graduate School Research Fund
(25.percent)Q Any amount over $Rd,000 is divided among the
inventor (30 percent), the inventor's department (20 percent),

and the Graduate School Hesearch Fund (50 percent).

Mpdified royalty distribution arrangements were reported widely
by respondents as an incentive to researchers to disclose
inventions and to remain in the university rather than

to entef the private séctor.in crder to commercialize research

results.
C. Summary

The survey responses regarding'the efforts of universities ;o

enhance technology transfer of university inventions conducﬁed
within the university's organizational structure tend.to show

that: |

* most institutions have increased the number of personnel
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responsible for evaluating intellectual property, including
the establishment of separate offices to promote technology

transfer and to undertake patent and licensing activities;

. mahy institutions have reduced or abandoned the use of
- patent management firms because of the lack of their direct

accountability to the university;

® most institutions have revised their patent policies to
% - direct university resources to develop inventions and

redistribute royalties to create incentives fdr faculty.
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Part IV - Techhology Transfer Conducted From OQutside the

University

~A. Background

The survey questionnnaire asked respondents to describe any new
entity created by the institution‘outside'the university's
organizatiohal structure to undertake development and technology
transfer of inventions. The survey asked respondents to describe
how the decision was made to establish such an entity and the
nature of'thé relationship between the entity and the

institution.

Universities have undertaken technology transfer for many

reasons, including:

® to promote economic development in the state;

# £to attract and retain faculty;

% to generate income for‘the university;

% to fulfill a social duty to translate ideas to useful

products and sepviéeé;

Why a university establishés a.ﬁébhnology.transfer‘entity outside
its organizational structufe is a_cﬁmplicated question., Some
institutions hope that the functions't6 5e'performed will
be more efficiently carriéd‘out if their ogn deci#ion-making
structure 15 not utilized. Others believe that the tybes of
decisions to be made, (i.e. the evaluation of the commercial
potential of an invention and the successful development and
marketing df a product) should not be under consideration by the

very administrators that are operating an institution to perform
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basic research and to educate students. Income from commércial
activities may jeopardize the tax-exempt status of the institu-

tion.

The antieipaﬁed advantages of conducting an institution's patent,
licensing, aﬁd other technology transfer activities ocutside of
the university include: |
# providing greater identity and visibility of those
activities to the business and venture capital community;
# avoiding entanglement with university requirements or
adﬁinistration or, in the case of public 1nsti£utions,
statewlde or.systemwide restraints;
% allowing for flexibility within the new organization to
respond to oppobtunities without taking the entire

university's interests into consideration.
B. Results of Survey

Based on the responses to the survey, entities to conduct
technology tfansfer outside the university may be placed in two

categories: nonprofit foundations and for-profit corporations.

Few universities repcrted oﬁ'techﬁology trépéfer activiﬁies
cutside their university; The institutions that did report
thdat they had established foundations or‘eorporations cutside the
university provided descriptions or materials that promoted their
activities ahd future plans. The actual accomplishments of these

activities, however, generally remain untested.
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One recently established foundation has been denied tax-exempt
status by the Internal Revenue Service. The Service's decision
- was uphéld by the United States Tax Court, which agreed that the

commercial activities of the foundation inteffered with its

Eﬁ, ) charjitable, scientific, or educational purpose.

. In the case of the for-profit technology transfer companies

estahlished by universities, the Clearinghouse was unable to

acquire informafion on the financial status of the companies.
Although this lack of information alone does not lead to a

generalization. several university administrators contacted

by AAU expressed disappointment and uncertainty regarding the

- ability of these companies to attract investors.

1. Honprofit Foundations

a. General

Of the 39 respondents, ten reported that their universitiesrhad

establiished nonprofit technology transfer foundations.

Nonprofit technology transfer foundations of universities have

been established for the primary purpose of owning the
e university's patented inventions and supporting further research
on campus with the royalty income received from commercialization

of those inventions.
by b. Example: Wisconsin Alumni Research Foundation

The classic example of a nonprofit teghnology transfer foundation




=

£

is the Wisconsin Alumni Research Foundation (WARF) af the

"University of Wisconsin. WARF was founded in 1925 when the

University Board of Hegents refused to permit the university to
apply for a patent on a university scieﬁtist's discovery thét
vitamin D could he produced in foods and drugs through |
ultraviolet irradiation. WARF accepted the scientist's assignment
of the discovery and proceeded to patent and license it,
directing much of the 1ncome'from the discovery to the

university.

WARF continues to patent faculty inventions and to suﬁport
further university research with the proceeds., WARF's articles of
incorporation {(second restatement, May 2, 1975) state its
purposes, including: |

To promote, encourage, and aid scientifiec investigation
and research at the University of Wisconsin by the faculty,
astaff. alumni, and students therecf, and to provide or
assist in providing means and machinery by which their
scientific discoveries, inventions, and processes may be
developed, applied, and patented, and by which such
utilization or disposition may be made of such discoveries,
inventions, and processes and patent rights or interests
therein as may tend to provide funds for and to stimulate
and promote further investigation and research within said
University.

To pay out and distribute the corporation's funds to or
for scientific investigation and research at the University
of Wisconsin. /8

WARF is totally independent of the university. It has no

faculty members, regents, or administrators on its Board of

Directors. WARF acts as the patent and licensing manager of an

invention assigned to it.

Until 1983, WARF provided fifteen percent of the net royalties on
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an invention to the inventor. At that time,_WARF's royélty ﬁayment
policy was_changgd. Presently, an inventor receives a $1000
payment from WARF‘when a patent‘application is fi;ed on his.or

her invention.rlf the invention is successfully licensed, the
in#entor is entitled to twenty percent of the gross royalty
payments received by WARF on the invention. WARF will accept an
equity interest in an inventor's company when the company is the

licensee of the invention.

In addition. fifteen‘percent of the gross income is provided to
the inventor's depﬁrtment'to support research. The departmental
executive.coﬁmittee decides how this research support will be
used, and may decide to invest the funds to produce incomé for
the department to use for research. The remaining income from the
invention is provided to WARF to carry out it$ support of

research at the university.

WARF's support of research activities at the university is
extensive, WARF provides all of its net income each year to the
university to support research activities ($8.5 miliion in FY
1986). The overwhelﬁing majority of WARF's current income is
derived from an endowmeht which has been the beneficiary of
royalty income from a small number of highly successful patents,
inciuding the irradiation process.dating back to WARF's
inception. WARF aﬁtributes its continued success in part to the

outstanding financial management of its portfolio.
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WARF does not participaté 1n'the'seleétipn'of research to be
funded. The Graduate School Research Committee, which consists of
over 30 fotating faculty members appointed by the Chancellor of
the Madison campus. submits a budggt request to WARF each year
based upon research proposals approved by ﬁhe Committee for
funding. Proposals afe submitted directly to the Committee by

faculty members.

Recently, WARF expanded 'its rocle bejond pétént manégement.llt
organized a wholly-owned fully'taxabie subSidiary in 1984 to
design; ménufacture, and markét én improved hearing aid device
bésed oh'digital midroéhip technology. The:new cémpany is é.joint
venture wiﬁh an established Wisconsin corpobaﬁion and is
ihtehded té reduce the lead—time'between research and delivery of

the produét'to the marketplace.
.¢c. BExample: Brown University Research Foundation

The Brown University Researéh Foundation was chartered td'deveibp
iechnoiogy ﬁransfer with'industry;'The Foundation is a separate
legal corporation from the University; but its Board of Directors
cdnsists entirely of univergity adminiStrétors. The University
péys the Foundation for its services and all royalties are.
provided to the University for distribution in accordance with
its patent policy. Beyond the typical patent and licensing
arrangements, the Foundation has formed new ventures, including

an arrangement in which the university and a corporation became
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to conduct such activities outside the university is for-profit
corporations. Of the 39 respondents, filve universities reported

that they had established technology transfer companies.
b. Example: Michigan Research Corporation

The Universiﬁy of Michigan estéblished the Michigan Research
Corporation (MRC) in 1985 to develop inventions of University
faculty and to promote technology transfer and entrepreneurship at
the Universiiy. The original idea for a technology transfer
entity was suggested by akfifteen-member Task Force on
University-industry Interaction, compésed of faculty members and
administrators appointed by the University's Vice-President for
Research in 1981. The Task Force recommended that a nonprofit
entity be established to act as a broker between faculty and
industry toécommercialize their research ideas. The Task Forée
report suggested that MRC be controlled by a Board of Directors
toe include business representatives but witdlmajority University
represehtation on the Board. MRC would also be guided by a
Scientific and Technical Advisory Board té identify activities
with commercial potenfial and to*review proposals for new
programs. MRC would contract wifh.thé University for office space
and adminisirative and business services. In all other respects,
MRC was conceived by the Task Force to have the same access to

University facilities as any other University unit.

The Task Fdrce anticipated that MRC would aggressively pursue the

commercial exploitation of research results. MRCAwould create
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interQiéciplinary prqjeqt centers to develop research results and
comipensate its staff competitively with the private sector.
Actual development of a markétable product would be cénductéd by
licensees or by the faculty inventor through his or her own
company, which could receive financial. management, and business
liaison assistahce from MRC. "In either case, MRC, the faculty
entrepreneur. and the University could have equity positions in
the product being marketed.™ /9 The Task Force expected MRC's
capital to come from several sources, including the University,

industry, private foundations, and the federal government.

Further ednsideration of the concept was undertaken by a

faculty member and an administrator, with the assistance of

a faculty steering‘committee. They produced options to be
cohsidered by the Faculty Senate on June 21, 1982 which dispensed
with the nonprofit model and recommended a for-profit MRC, Their

written recommendation is attached as Appendix C.

Following the adoption of the recommendation to establish a for-

profit company, the University Regénts‘approved a loan to MRC.

The University and MRC éntered iﬁto a contractual arréngement on
March 20, 1985 entitled "The University of Michigan Commercial
Development Sponsorship with the Michigan Research Corporation',
That document identified the area in which the University
expected MRC to be most active: "the commercial sponsoring of an

undeveloped idea which has the potential for commercial success,
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but needs significant further sponsored research and development,
an4 business sponsorship to develop its potential." /10 MRC is
expected to be advised by the University's Intellectual Property
Office of new ideas resulting from research at the University.
MRC will then be given an opportunity to complete a patent searéh
and develop a business plan, during which time the_Uhiversity
Will refrain from pursuing any arrangements with other third
parties for commercialization. If acoepted by the University,
MAC's pian will be implemented during a "time~limjted gxcluSive

option to arrange for commercialization". /11

Further amendments to the document were agreed to on April 23,
1986. /12 It provides procedures for MAC's development of start-
up companies with faculty and allocation of an equity interest in

such companies to the university.

MRC is still in the early stages of its actjivities. It has

been seeking Small Business Innovation Research (SBIR) funds‘from
the federal government to provide funding support for its
operations. No information is available regarding MRC's ability

to attract funding or its technology transfer activities.
¢. Example: University Research Corporation (Colorado)

The University of Colorado established a for-profit eorpofation
named University Research Corporation (URC) in 1983. The
corporation's Articles of Incorporation state that its purpose
isg "to develop and market research discoveries, to invest in and

operate business entities established to develop and market
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research discoveries, all generally in cooperation'with'reséarch

institutions located ﬁithin the State of Colorado."™ /13

URC is authorized to issue common stock and to offer its
stockholders the right to invest in spin-off ventures resulting
from its technoiogy tranéfer activities, to provide funding in
exchange for equity interests in spin-off companieé, and to enter
into joint ventures to support an inventor's commercialization of
new teéhnology. URC's Board of Directors is intended to be
independent of the University, although it is to include one
representative of the University of Colorado Foundation. URC is
also in thé early stages and no information is yet available

regarding its financing or technology transfer activities.

d. Jolint Ventures

Two universities reported that they have joined with venture

capital firms to establish for-profit corporations.'Washington
University is in the formative stages of establishing an
organization usiﬁg university technoclogy to start new local
companies., The university ﬁill provide the technology, the
venture capital company will manage the company, screen the
technology for commercial viability, organize and staff the new
companies, provide or attract needed capital, seek licensees,
arrange for prqduct development, and sell or convert start-up

companies to publicly-~held corporations.

The Michigan State University Foundation supported the c¢reation
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of the Neogen Corp. in 1981. Neogen also received funding from
venture capital companies. Its purpose is to develop producté and
services froﬁ Michigan State University research, to arrange for
faculty to undertake ownership in technology they develop., and

to enhance biotechnology development in the State of Michigan.
Neogen supports research at Michigan State and receives a license
to any patentable inventions resulting therefron. Neogenlcan
develop a new product from an invention or support a new start-up
company. The faculty may submit research proposals to the
University to be presented to Neogen for funding. However, the
compény éonducts its own evaluation of the research proposals it

selects for support.
€. Wholly~0Owned Subsidiaries

Two universities have established wholly-owned subsidiafies of
the university to.conduct technology transfer activities.
Washington University established the Washington University
Technology Associates (WUTA) to undertake product development
activities from technology developed at the Engineering School.
WUTA was established to perform or contract out product |
development, to start-up small companies, and to assist small

companies with licensed technology.

Case Western Reserve University established a wholly-owned
subsidiary which was named University Technology Incorporated
(UTI). UTI has responsibility for commercial technology transfer

campus~wide. It has an independent Board of Directors selected by
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the University. UTI was created to evaluate the commercijial
potential of university technology, to design and implement
development strategies, and to market techneclogy. UTI may

license an invention, enter into joint ventures, and assise in
creating start«up companies. The University's Office of Research
Adminjistration reviews invention disclosures and then refers them
to UTI. If the technology requires further research, the 0ffice
of Research Administration is prepared to assist the researcher
in ¢obtaining further research support. If the invention requires
further development, UTI will arrange development support. The
company also provides en intellectuai property protection
strategy, assesses the market for the product, designs a business
strategy for marketing the product, and arranges for financial

underwrliting of the product,
C. Sunmafy

Whether universities will successfully establish teehnolegy
transfer entities outside the university structure remains
unanswered. The nonprofit model has been challenged by the
Internal Revenue Service because of iits commercial activitles.
However, the for-profit entities do not yet have any discernible
track record for attracting investors, It remains to be seen
whether universities will be able to structure technology
transfer and commercial development activities in a manner that
maintains the university's'academic and research missions end

undertakes successful commercial activities.
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PART V - CONCLUSIONS

Can univefsities support research activities in an impartial
scheolarly ﬁanner and then participate in the commercialization of
research results as competitors in a business environment? It is
glear that universities are e#ploring this question and wilil
experiment with different structures to combine these two goals,
The success of such activities depends upon the expectations of
the institutions. The universities that have chosen to reorganize
their internal patent and licensing capabilities have already
achieved increased disclosures and income from licenses. The
universities that are currently trying to organize technology
transfer entities outside the university structure may have
difficulty finding a nonprofit struetupe that can be sufficiently
entrepreneurial or a corporate structure that can compete with
private business. Federal and State incentives have increased the
odds for success, but whether universities will find it worth

the effort and expense of being their own entrepreneurs 1is yet

to be determined.
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P | | o - ' APPENDIX A

Association of American Universities

Office of Federal Relations
April 26, 1985

TO AAU PRESIDENTS AND CHANCELLORS

[ L]

FR: ROBERT M. ROSENZWEIG P‘/L‘L

RE CLEARINGHOUSE ON UNIVERSITY-INDUSTRY RELATIONS

I am writing to ask your cooperation on the second project of
- the AAU Clearinghouse on University-Industry Relations. As you
SR will recail, the Clearinghouse was established in response to
P ~congressional concern that universities must be aware of the
. potential "ethical dilemmas® posed by research activities with
- industry. The Clearinghouse has been in operation since 1983,
L collecting and disseminating information. The first report of
the Clearinghouse was issued in February of this year and it
concerns conflict of interest and delay of publication. The
information we received as a result of the first request is
informative both in demonstrating how each institution resolves
its own policy problems and in establishing how research
universities are addressing these issues generally.

; We are now requesting information on activities intended to
o extend the university's role in the research enterprise beyond
A the conduct of basic research to include participation in the
transfer of technology to the marketplace. The range of possible
activities reaches from an active patent and licensing program to
the establishment of a corporation to develop products resulting
from university research. We would like to receive descriptions
and accompanying documentation, including any public relations
[ materials. Equally valuable are examples of such activities which
. the university decided not to undertake, or which the university
abandoned.

I recognize that we are not asking easy questions, but the
thoroughness of each response is crucial to the success of

our effort. As before, we are not requesting confidential
information. If it is necessary to delete names, dates, dollar
amounts, or other specific details from documents, we would be
pleased to receive them in such form. The actual language of
contracts and policies is especially useful.

The following examples may make clearer the kind of information
we seek and the value that such information might have to
university officers.

Suite 730 ® Omne Dupont Circle ® Washington, DC 20070 @ 202/466-5030




In response to changes in the law which permit universities
to own the patent rights to inventions developed with
federal funds, University X has decided to develop its
in-house patent and licensing capacity. In addition, the
university is undertaking a new marketing strategy to inform
possible licensees of the inventions available for licensing
by the university and is encouraging faculty members to be
aware of the commercial applications of any inventions
developed in their laboratories.

1. Has your institution adopted new procedures toc enhance the
income flow to the university from the development of research
results?

2. If so, describe the procedures adopted, i.e. have you created
a new office or hired new staff, have you developed a public
relations campaign?

3. If not, do you use a patent management firm to evaluate
inventions and seek licensing arrangements?

4. Are you conducting an active search among faculty for
technology innovations and inventions that could be licensed?

5. Have the changes in federal patent policy within the last five
years influenced how your university treats non-federal support
of research? Have these changes infliuenced how your university
treats technology transfer and marketing of research results?

Some institutions have taken steps beyond the above example to
create a new entity outside the institution's research structure
to undertake development and technology transfer ¢of inventions.

Several institutions are involved in the activities of a
non-profit research center, funded by corporate investment,
which enters into funding agreements with the universities
and receives licenses to any patents. The research center
then transfers the licenses to a separate corporation
established by the same corporate supporters to develop the
patented technology. The research center owns one third of
the corporation stock. -

Another institution has established a for-profit corporation
to develeop products and support new start-up companies from
technologies available at the university. OQutside investors
may make investments in the corporation. All decisions
regarding the identification, screening, and evaluation of
technologies is conducted by a commlttee of university
faculty members.



I

1. Has your inétitution embarked on similar ventures? Please
describe them.

2. If so, how did the university make the decision to undertake

" them; i.e. was the institution approached by outside interests,

was the decision presented to the faculty, did the institution
receive legal (including tax), advice? '

3. Are there policies or limits, either written or understood,
that govern the relationship between the new ventures and the
university? For example, does the university or its faculty
participate in the selection of research to be supported by
the new entity?

4. Has the university accepted any new financing arrangements’
for research or development as a result of this new enterprise?

We are interested in receiving any other information about
similar arrangements at your institution or actions your
university has taken to enhance the transfer of technology
developed on your campus.

The final aspect of the university's role in technology transfer
in which we are seeking information relates to the university's
intellectual property policies. We are interested in receiving
written policies regarding patents, copyrights, trade secrets,
software, licensing, and royalty distribution. Examples of
negotiations with industrial sponsors and licensees would be
very useful.

l. If your institution has established a mechanism to enhance
technology transfer, how has the university addressed the
treatment of technology that is not patentable?

2. If your university has established a separate entity to
undertake technology transfer, does that entity have separate
pelicies regarding the treatment of intellectual property?

3. When the univérsity itself is evaluating the commercial

- applications of an invention, it may determine that the

technology is not patentable but could be valuable as a trade
secret., How has your university addressed the protection of
trade secrets?

I know we are asking your institution to undertake a significant
task in responding to this request. I am convinced that it

will be in the university community's best interest to share
information., It is important to demonstrate to those who are
concerned about the ethical and legal problems often associated
with research business ventures that universities are addressing
them. We hope your institution can assist in this effort.



All responses should be received at AAU by June 15, 1985. Please
direct any inquiries and responses to:

April Burke

Director

Clearinghouse on Unxvers;ty-lndustry Relations
Association of American Universities

One Dupont Circle, N.W., Suite 730

Washington, D.C. 20036

- 202-466-503¢0

Please let us know the name, address, and phone number of any
member of the university's staff who w111 be assisting with the
response to this request.

Thank you,
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LIST OF BESPONDENIS

Brown University

Carnegie-Mellon University
Cailifornia Institute of Technology
Case Wesztern Reserve University
Columbia University

Cornéll University

Duke University

Harvard University

Jowa State University

Joﬁns Hopkins University

Michigan State University

New York University

Northwestern University

Ohio State University

Pennsylvania State University
Princetoﬁ University

Purdue University

Renéselaer Polytechnic Institute
Rockefeller University

Stanford University

Tulane University

University of California, Berkeley
Universlity of California, Los Angeles
University of California, 3an Diego
University of Colorado

University of Illinois
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APPENDIX C

Senate Assembly Meeting
of June 21, 1982

Recommendation Options
for The University of Michigan
Toward the Establishment of a
"Michigan Research Corporation"”

by

Dr. Walton Hancock and Larry Crockett
Institute of Science and Technology

In response to strong faculty expressions of interest in
transferring their scientific technology to the industrial/business
sector, the Vice-President for Research appointed a l5-member joint
faculty/administrators' task force. Chaired by Dr. Robert Howe,
this group developed in June 1981, the "Interim Report of the Task
Force on University/Industry Interaction™ which recommended the
creation of a non=-profit Michigan Research Corporation (MRC) to act
as a "broker" to industry for interested faculty, to support
technology transfer for commercialization of their research ideas.
‘It was believed that such an organization would foster intellectual
scientific interaction between the University and local industry, to
the benefit of both, and would help tc retain in Ann Arbor our more
entrepreneurial faculty, graduates, and spin-off high technology
companies. Other universities had experienced or were anticipating
losses of major faculty members to vrivate industry, and a number of
universities had or were establishing centers, foundations, or
corporations to assist their faculty and hopefully to generate
income for the universities. :

After campus-wide discussion of the Howe Report with deans and
faculty committees, the Executive Officers accepted the
recommencdation that more specifics on an MRC needed to bs developed
and comparisons be made to similar organizations already existent or
being created at other universities. A growing number of such
institutions were also making multi-million dollar research and
development arrangements with private corporations, designed to help
faculty research and training efforts, while providing ideas through
licensing to industry.

nus, under the auspices of the Institute for Science and
Tzchnology, we (Dr. Walton Hancock, Professor of Industrial and
Ogzerations Engineering and of Hospital Administration, and Larry
Crockett, Research Program Manager of the Special Projects Division
of IST) were assigned to do a thorough study and develop further the
concept of an MRC. We reviewed our ideas with a faculty Steering
Committee consisting of Drs. David Brophy, James Duderstadt, Thomas
Dunn, George Gamota, Robert Howe, Raymond Kahn, and Joseph Martin.
We then:




(1) expanded the Howe Report's llst of un1versxt1es that have
formal technology transfer operations, and either talked
to the parties involved or visited them;

(2) talked to people in the University concerning the
desirability of the establishment of an MRC;

(3) developed a bibliography with 114 citations on these
subjects; and

(4) wrote a report which contains a discussion of what were
perceived to be the more critical issues, with appendices
documenting the efforts of 28 other universities in
technology transfer.

That Report, published January 7, 1982, by Hancock and
Crockett, "Discussion of the Michigan Research Corporation
Proposal"*, has been discussed .with a number of University
committees, including deans, directors, research admlnlstrators,
executive committees, and faculty groups. While favoring the
creation of some sort of MRC organization, the report purposefully
did not make recommendations about where the MRC should be located
{({inside or outside the University), how it should be controlled or
constituted (non-profit or for-profit), how it. should be financed
(University and/or private funding), etc.

However, in response to such questions from faculty and
administrators at all the presentations made to date, we have
outlined three recommendation options for The Unlver31ty of Michigan
toward establishing an MRC~like organization:

#1. Set up a for-profit corporation outside the University--
We strongly favor this recommendation.

#2. Set up a non-profit MRC-like group within the University--
We feel this is possible but considerably weaker than #1.

#3: Do nothing about an MRC--
We feel this will not help our faculty and will continue
our weak image and low profits in technology transfer.

RECOMMENDATION #l: Set Up a For-Profit Corporation Qutside the
University

The University would become a minority stockholder in a new
Corporation, The University would provide a one-time equity of
approximately $200,000. These start-up monies would be used to:

a) Identify one or two University faculty ideas with
excellent commercial potential.
b) Organize the Corporation.

*A copy of the full report is available from IST Special Projects
Division.
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c)
d)

e)

The first

a)

b)

c)

Appoznt a president.

Attempt to obtain research and operatlng funds to reduce
the ideas to a marketable product. This will include
equity capital from venture capital companies, individual
investors or private industries,

Obtain support from the State of Michigan and/or
foundations if possible.

priorities of the Corporation would be to:

Perform market evaluations and attempt to identify two or
three potential commercial ideas by extensive contacts
with faculty and staff.

Raise operating funds through grants and equity capital.
Estimated needs are $500,000 -~ $1,000,000 per project to
be commercialized. Limited research partnerships would be
used as desired to attract private investments; this .
year's Federal Income Tax credits make such investments
very attractive. Grants from government agencies, :
foundations, and business organizations would be sought.
Equity capital might later be raised from the sale of
stock on the open market.

Contract with the University faculty -to do as much as
possible of the research and development work. This will
provide substantial funds to the University for its
faculty and staff to perform their desired research.

At the same time, we strongly recommend that the University itself
continue to operate the patent/licensing functions it does in the
Division of Research Development and Administration, but with:

a)
. b)

c}

an expanded staff that could more actively encourage
patentable ideas

a revision of the patent policy to provide more monetary
incentive to the author/inventor in royalty return

a computer software licensing policy different from the
patent policy, with sufficient flexibility to provide for
ongoing support of software systems.

The Advantages of Recommendation #1 (Separate Corporation) are:

a)
b)

c)
d)
e)
£)
g)
h)

i)

Ability to obtain equity capital outside the University.
Responsible involvement/investment by individuals or
businesses.

Research to be funded whenever possible at the University.
Maximum flexibility to respond quickly to changing
conditions (to form new corporations, start limited
research partnerships, pay staff competitive wages, etc.).
Business-oriented, technically-expert staff will provide
strong decision-making.

Small investment by University

Limited University liability on commercial products.
Higher probability of getting State Development funds that
would not detract from general support to the University.
Enhanced total University environment
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3)

Improved economic environment of the State and Ann Arbor.
(Within our State last year, the Mlchlgan State University
Foundation legally incorporated in this way the new
Neogen Corporation).

The disadvantages of Recommendation §l are:

a)
b)

c)

d)

The University would not completely "control" the
Corporation, but would have a say as a stockholder.

The risk of failure of the effort is higher because of the
limited support from the University.

Some faculty may find the new industrial environment more
favorable than that of the University, although other
faculty may stay at the University because of these new
local entrepreneurial options.

Surplus funds accruing to the University may depend upon
its equity commitement, although the University's main
equity will likely be the faculty ideas and research:
products, for which a share of the commercial profits will
be claimed.

RECOMMENDATION #2: Set up an MRC-Like Group Within University,

(Probably in IST)

a)

b)

c)

d)

e)
£)
The first

a)

b}

c)

The University wodld:

Establish an internal technology transfer organization
within the University, probably in the Institue of Science
and Technology.
Fund the group for at least two years at an estimated cost
of $120,000 per year.
Solicit from the faculty and staff potential commercial
ideas, and get a technical and business market analysis to
help select promising ones for development,
Revise staff salary policies so that our: competltlve
position could be maintained relative to industry.
Give the organization sufficient power to:

(1) Execute licensing and royalty arrangements.

(2) Execute contracts.

{3) Establish compensation levels.

(4) Establish limited research partnerships wlth

external sources.

Revise the University patent and software policies and
expand the patent staff (not part of the above $120,000)
as indicated in #1 above.

priorities of the organization would be to:

Establish a nonprofit corporation called the Michigan
Research Corpeoration (MRC).

Solicit potential commercial ideas from the faculty and
staff for development.

Raise funds through grants, selected licensing
arrangements, and limited partnerships.
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d) Transfer funds to get research accomplished as much as
' possible by the faculty and staff within the University

organizations.
e) Arrange for the work to be accomplished elsewhere if it is

not appropriate for the University.

The Advantages to Recommendatipn $2 (MRC within University)'are:

i a) The University would have complete control.
- : b) The activity is part of the present charter of IST,

P c) The total University environment would be enhanced.
d)  All surplus funds generated would accrue to the University.
e) An improved economic environment of the State might result.

The Disadvantages of Recommendation #2 are:

i a) If the MRC group is not successful, the University would

D have a continuing liability for personnel, etc.

b) The University may have direct product liability on those
items commercialized.

c) There is a lack of speed, flexibility, and tough business
decision-making authority in University units.

d} There is no precedent for this high level of delegated ‘
authority within the University.

e) The business community will have difficulty becoming
involved at a responsible/investment level. (In this

— State, Michigan Technological University has recently

. established Michigan Tech Ventures, Inc., a wholly-owned

internally~funded, for-profit corporation to overcome this

difficulty.)

o £) It will not be able to obtain equlty capital from the

L outside.

T} ‘ RECOMMENDATION #3: Do Nothing About an MRC-Like Organization

The University would:
r— a) Be encouraged to modify the patent and software policies
N and support as indicated in #1 above, but
‘ b) Continue to support patents and licensing at a relatlvely
Jow level.
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