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THE I’ATENT SYSTEM AND THE UNIVERSITY - ARE _
THEY COMPAT[BLE"

. ROGER G. DITZLL

Mr Ditzel is Assistant to the Vice President for Research at lowa State -
University, and Assistant’ Manager, lowa State Universify Research
. Foundation, Ames, lowa. . ’ ’ : S

Within the pdst few years, Lhere has been an il“.[“(?dbl]ll' awareness of the
need for utlllzmg the results of research flowing from federal space and
defense programs for solving major problems in other aress of national need,
such as environmental improvement, fire prevention and energy conservation.
Accordingly results of federally sponsored research are being more widely
disseminated, with the expéctation of utilization of those résults outside
the area for which the research was funded. These efforts have had an impact.
but that impact has not been as dramatfic as some had hoped. -

As a result, new studies have been directed at understanding the process
of the transfer of technology from one sector of the econony te another,

- and major research programs combining elements of various séciors have

been initiated.

_ The university research commumty, as a part of the academ]u sector,
is a prime generator of technology due to the generally basic nuture of
university research. The basic research has been taken on an’ even more
importance national role in recent years, as industrial research ltas shifted
toward applied research areas. :
~ Historically, inventions arising from industrial research have been

placed under the protection of the patent system. Only a smull fraction of -
the equally valuable inventions arising from university research have been so
protected. There are a variety of historical reasons for this difference, some
of which may no longer be valid in light of what is now known about the
~technology transfer process. .

There is no doubt that the patent system has a substdntul positive
1mpact on the rate of technological change. By protecting the pantentce
against unauthorized use of his invention, it causes others to seek new wuys
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system in the university context is also important to increasing the rate of

transfer. -

- Need for Broader Understandmg

However intrigued the industrial community may be by any new

-technology developed in a university. a decision must be made relative to
the substantial risk capital required to adapt the technology to a'commercial-
"1y viable product or service. Ways to reduce this risk are needed. and the

statutory protection of a patent is one way risk reduction can be accomp-

lished. - Assuming that reduction of risk to a satisfactory level is a pre-

requisite to an investment of risk cupital. and that the investment of risk
capital is necessary to allow technology transfer to tauke place from a
university to industry, then .technology protected by a patent hus a greater
chance of being transferred than that this is not so protected.

One must ask whether the intrinsic nature ol the patent system iimits
its use to only those organizations which are dollar profit oriented. 1f the
answer is positive, there-is no need for further concern about misunderstand-
ing of the patent system among non-industrial segments of pur society. ai
least to the extent of trying to increase the rate of technology transfer,

If, on the other hand, one can validly argue that the patent system

is valuable aside from, or in addition to, its use by the industrial community
for a profit motive (including risk reduction), one should be able to make
some contribution to the rate of adoption of new technology through thuat

-argument, and establish a position for greater trust and mterdependencc

between the industrial and university communities.”

It is proposed that such an argument is both possibie and tenable,
and we wish to advance it. It is further proposed that those members of the
industrial community desirous of accommodating technology transfer from

- universities may find the reasoning helpful in thexr dealings with the
- university research community,

Research administrators particularly, both umversnty and industrial,

“must understand how the patent system can be supportive of the university

system, since they bear the responsibility for developing a framework within
which technology transfer can take place.

The University Context

P e

While ‘a university is a “profit-making” institution, its profit is not

measured in dollars, and not-on a short term basis. The profit resulting from
the existence of a university ‘is measured over decades in higher standards

. of living, greater satisfaction in the physical and: philosophical values of -

life, the meeting of human need. The profits accrued rest on the success of

the university in finding new knowledge, and in successfully transferring that

knowledge via technology to the industrial community. .
‘To understand how the patent system can be related to the university

profit measure, it is important, albeit' elementary, to review the goals of a

university. These goals set the .framework for the conduct of university

‘research, a substantial source of new technology. These form a philosophicat
" base for viewing the patent system in the university context,
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as dollar profit, inhibition of the use of the patent system at a university
can oceur. Such a narrow definition of progress is inappropriate, o

Progress does come from the results: of university résearch when
results are disseminated. There is an obligation indumbent upon the university
to disseminate research results, and they are published in a variety of ways
to meet this obligation. In the learned journals, a technically - specialized
audience is informed, Through the popular press, un atteinpt is mude to call
attention of the general public to the significance of the results: .

A different zudience may be informed of research results and how thc.y
can be uselully applied, by publuhmg within the patent system when appro-

-priate. This is @ most important audience to the university. [t is the audience

that takes the invention or discovery, invests mom} and mnnvatu bringing

" about progress and technology transfer.

This audience is made up ol the memberx and pdrmuiarly the leaders
and decision makers of industry. Whatever new the wiiversity may discover.
nothing will happen without industry involvement with it to make the new

- blossom forth into action. Universities may plant seeds of the new. but
~ without industry to cultivate the garden and harvest a crop: those seeds will

be totally unproductive and a wasted cffort. The interfuce with industry. is
a CllIlLd] one for the university in'muny ways. which nv.ed not be elaborated
here. R
It is at this interface that diff'iculties arise due to Juck of common
understanding of how patents contribute to the progress of science and the
useful arts from the umversnys \1ewpomt in a manner dmmct m)m that
of industry. . -
University fdculty and administrators must Uﬂdt—f"tdnd lhdI industry
has its own use of the patent system und its own goals: Industry uses the
patent system extensively for very valid reasons. But that:does not meun
that a university must have the same basic reasons as industry for using the
system, or that a university, being a *non-profit™ eatity (in terms of dollars)
must therefore reject the patent system. In fact. the palem‘systcm.has béen

~under-utilized by most universities: This state of affairs needs to be chunged.

- What -then .should. be the ‘underlying phllosophy tor as-university’s

mvolvement in the patent system?

The Umversxty Patent Phllosophy
Universities are concerned with the broad dlsscmmatmn of mformatmn

~ They should use all of those systems available to them for such dissemination,

including the patent system. Too few university people reulize the putent
system involves one of the largest, if not the largest, body of useful
knowledge in existence today, with a well organized, systemalic approach
that makes information retrieval reasonably practical. Tt-is o unique library.

Patenting a university invention pluces the useful results .of research

_in the midst of this library, a library used by industry personnel when

searching for a new way to do things, and by people from ull disciplines.

- Patenting an invention certainly is consistent with the university’s goal
~of disseminating information. The patent :,ystcm should be u:.cd for this
. purpose by universities.
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define the objectives of such 2 program to assure consistency with general

univeristy goals. Projected dollar income must never be the objective when a
university decides to first establish o patent program,

With an understanding within the university of how the patent system

does support the goals of the-university and its employees, and an undeistan-
ding on the part of industry of why a university uses the patent system, one
of the barriers to technology transfer will be reduced.

It is where the legitimate goals of a university are wwbn;nd‘ and
decisions on patent matters are made to further those goals, thut 4 strong and
viable patent program will result. In such situations, the patent system and
the university are not only compatible, but in fact mutually supportive.

- Increused technology transfer will occur, resulting in‘ithe action desired by

both the university and the industrial comimunities.

IN FUTURE. ISSUES
Munuagement of 2 National Centef. Part l‘l
Information Management
Techuology Momtormg, ad .ulu.]e. series

Papers from the SRA Section Meeting
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ISSUE_TO BE RESOLVED:

Does the Federal Prbperty and Administrative SerVices Acts_'
(40 USC) authorize the disposal ofrGovernment_owhed-patents?
And, if so, must patents be disposed of by pub]i¢ sale after

advertising as generally required by the Act, or do patents fall

within one of the sections which in certain circumstances allow - -

8 propekty to be disposed of by negotiated sale?

CONCLUSION:
* Both the Tanguage and the legislative history of the Federal
Prqperty“and Administfative'Services Act (40 USC) evidence that

Government owned paténts are included as property which can be

disposed of under the Act. A strict construction of the language

of section_484 (e)(5) - which in our opinibnzis in accord with

the explanation of the section in the legislative“history and in the

Cémmittee report - wou]d relieve all Governmeht—ownéd patents as
a c]asé of.property from the‘general requirement for'diéposa1 by
public sale of the Act,if the Adhinistratﬁr determines that =
negotiatéd dispdsa] of Government'patents at a fixed price will

best Serve the 1nterests of the Government However, regard]ess'

- of the 1nterpretat10n of section 484(e)(5), patents whose ‘subject

matter promotes the hea]th the safety, or the national security of

the pub11c, may be exempt under 40 USC(e)(B)(B) from the requ1ren

'ment of d1spcsa1 by pub11c sale.

wm




HISTORY OF THE INCLUSTON OF PATENTS IN THE'SURPLUS PROPERTY ACT'QF.1944"

The Surp]us Property Act of 1944 was passed to authorize the d1sposa1

- of Government property wh1ch had been purchased for the war effort and

'_now was no Ionger needed or obsolete

The Act conta1ned a prov1s1on wh1ch requ1red Agency heads to not;fy
rthe-Attorney General.pr1or to the sa]e of certain types.of property.
Patents-were‘positiveTy listed among the types_of.property for which
such notice was required. According]y,_by negative implication it
- Was c]ear,patents were surp]us property wh1ch could be disposed of
" under the Surp1us Property Act. |

- The 1nc1u510n of patents as d1Sposab1e property under the Surplus
Property Act of 1944 was consc1ous1y considered by the members of

Congress.- Originally, only the Senate b111 S. 2065 requIred.that the

Attorney General be notifﬁed about the sale of patents prior to the'_‘ -

transaction. The Honse's notifipation'pr0vision in H.R. 5125 Tisted
all the same types of property as the Senate bill with theiexception
'”of'patents The conference compromise accepted'the.Senate.rather :
than the House version of the noti fication pr0v151on as the final
prov1s1on for. the Act | o

Further evidence of the conscious_consideratton to include
p;tents as dtsposab]e property is noted from the fo11ow1ng remarks
~made by Senator Stewart, during the Semate hearing on that bill:

#

.




"I know of no est1mate of the value of th1s great var1ety
,‘of 1ntang1b1e property, 1nc1ud1ng 1ndustr1ai technxques, -

| processes, and. 1nvent1ons wh1ch have been deveToped in
Government plants, at Government expense, or under Govern- |
ment sponsorship, or‘which haVe been vested in the Alien |

| Property Custodian under the Trading With the Enemy Act.

: These,too; will become Government surp1us'and shoujd be

- made avéi]ab]e‘to industry in such a way as will best

promote the public interest.

It is well remembered that durtng World War No. 1 there

.was a concentrated technical deveiopment 1nc1dent to product1on
for war equa] to a far greater span of peacet1me years. There

is every_ev1dence_that our technical str1des 1n the present'
cont]ect are even more spectacular. 'These new techniques-con-
stitute an important property and their disposet_is a matter ot '
concern, not merely to the individuals and corporations that

- may obtain them, but to our society as afWho1e. They are of

_ pecn1iar interest to small business.. They might become a fateful

1nstrument in the hands of monopo?y Their distribution may be

.4 determ1n1ng factor in the character of our future economy

The quest1on of the Government S protection of this property
.agatnst attempts to secure private patents thereon apparently

| must be cons1dered with that of disposal, if the Government is to

e A

have this property to dispose of. A]ready there have been reports




. of private 1nd1v1duals secur1ng patents on processes deveToped_
'n1n Government plants, in the development of wh1ch they had npo  '
part. The War Production Cha1rman, Donald Nelson, recently
"sa1d that th1s very th1ng had been giving h1m a great dea]
of concern, and that there had been no mach1nery set up to
prevent it. : _ |
It appeérs'thet 1itt1e if anything in the way of public -
.policy has been determined with regard to this intangible |
property This phase of the subject has nad 1itt1e investi-' '
gation. ‘In the interest of a soc1aT1y sound d1str1but1on of

war-surp]us property and in the particular 1nterest of sma]l

‘. business disposition of this cTass of property should be

ful]y studied and carefu11y pTanned

Thus it is highly 1mportant that technaca] 1ntang1b}es
be included in the planning list. I should Tike to add that
: this'c1ass has also been included in the classification of
.Property for‘the disposal of wnich the board must obtaini
specifio clearance from'the Attorney General.__lt is important
an'contribufion which the Mi1itary:Affairs_Committee mede fo the
' Bi1jl".(Emphasis added) | | |

" 90 Congressional Record 7251
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HISTORY OF THE INCLUSION OF PATENTS IN THE FEDERAL PROPERTY AND
- ADMINISTRATIVE SERVICES ACT OF 1949

The Federa] Property and Adm1n1strat1ve Services Act of 1949
(40 USC) was passed to provide a more eff1c1ent system of manage- -
“ment for Government property. In order to accomp11sh th1s goa1 .
'.Congress established aspeaal agency and de]egated to 1t the power '
. to purchase, the power to utilize, and the power to dispose of -
Government'property. The dispoéaT-autnorityAgranted onder the
| Federal Property and Administrative Services Act of 1949 approxi-
neted the authoritypgiven in the Surp]ué Property Act;. The pro-

vision of the ear]ier'act which ca]Ted for notification of the

' Attorney'ﬁeneral prior to the disposal of a patent;;Was incor-

porated into the later Act at 40 USC 207. So, again, by negative

impTication GoVernment owned patents were disposable under
40 USC 203, "by sale, exchange, lease, permit,or transfer "
| ~ In 1958 the section of the '49 Act which called for not1f1-
~ cation of the Attorney General prior to the d1spos1t10n of certain
'types of property was amended as 40 USC 488. Although certain
"propertyrwas.deleted.from_theiiist_of property for which notifi-
| cation of the Attorney General was required prior to dispOSal .patents
nere not so deleted. And as the Act present1y stands patents are |

1nc1uded in tn1s notification section.

5.




. Since_Congreés'de1egated 1ts'Cbn§tiiu£iona1 auihority.tO:QiSDOSe
" of surpl us’ Government property first. in the Surplus f’ropefty Act
of 1944 and later in fhe Federa] Property and Administrative Services . -
- Act'of-'49 patents have been inc]uded as the'typé of prOperty for
rwmch notification of the Attorney Genera'l pr‘10r to d1sposa] was
'requ1red. 1f Congress d1d not want patents 1nc1uded, it wou]d have ’
de]eted .'patents in the later Act or one of the Amendments to .,he
~ later Act. Clearly, Congress 1ntended and d1d include patents as

property wh1ch could be d1sposed of under the ‘49 Act (40 USC)




NEGOTIATED SALES UNDER THE FEDERAL‘PROPERTY AND‘ADMiNISTRATIVE SERVICES
ACT_OF 1949 "
The major purpose of the 1958 Amendment to the Federal Property and
o Administrative Serv1ces Act of 1949 based on S. 2224 was:
" "to prescribe the situations in which disposal of
~ surplus Federal property ... must be accomplished
by pubTic¢ advertising, - and those in which disposals
of such property may be accompiished by negotiation."
Congress intended that this amendmert
| “would prOVide a "charter" in the'fieio of surp]us.
property . disposal comparablie to the one contained
in title III of the Federal Property and Administrative
- Services Act of 1949 applicable to the procurement of
property and services." Ibid _
This Amendment estabiished permanent'authority to dispose of surplus
' property by negotiated sale in certain defined instances Before its -
passage there had been a succe551on of temporary grants of such authority.
Twice, in the nine years prior to the grant of permanent authority, the
‘temporary authority iapsed. If the Administrator feit it was in the
public interest to dispose of surpius property‘by negotiated saie, during
the time when the temporary authority had lapsed, the Administrator wouid

have to obtain special legisliation authorizing him to negotiate a saie

'-“Aiso, if the Administrator felt that disposal to a particuiar party

was deSirabie and in the pubiic 1nterest he would have to obtain speciai-
1egisiation enabiing him to negotiate a sale w1th such party

In order to remedy the probiems created by hav1ng to periodicaiiy seek :

.spec1a1 1egisiation due to the 1nadequac1es of the temporary authority, the

General Serv1ces Administrator‘submitted a bill (S. 2224) which provided for

- 7 -




- berhément'éuthority for negotiated'sélés in certain sitUat{ons;_ The
| proposéd bjli was submitted.to.the Commitiee on Govéfnment Opératibns.

The Committee, having studiéd_negotiated'sales for a nﬁmber of years
fe]t:that disposal by negofiate& sale waé; in'the_situatiohs designafed by
the_bi]],:iﬁ‘the public interest. Accord{ngTy,-the Committee after making
'é]ight a]terétions to the bill, passed it to Congress, who énacteé it as

40 USC 484.




OPTIMUM RESULTS FROM PATENT DISPOSITION CAN ONLY BE ACHIEVED THROUGH

NEGOTIATED DISPOSALS

For reasons wh1ch are d1scussed below the author1ty to dispose of
Government patents by negot1at1on is necessary to 1nsure d1spos1t1on of
“ patents in a reaSOnabIe manner and to secure the rap1d transfer of
-: techno]ogy to the pub11c market place.

A patent is a collection of rights, the right to make, the right to |

'.':ﬁ_use, the_right'to sell, and the right'to exclude others from uSing any of

the aforementiened rights. A patent holder can assign all his rights to
- one pérson; or he can transfer a more Iimtted right to one.or more persons.
Thereby the batent holder can Ticense- a means for transferrfng_rightse'one
'person or several persons to make, use, and sell the invention‘unﬂer an
infinite variety of'conditions,'or the patent hoider qan'transfer the whole
patent. The only practical method of sale, which mu provide a vehicle
-whereby'both the vendee and the vendor can'consider.and agree upon what'
' eombinatien of rights and conditions under the patent, they will respectively '
buy and sell, is a negot1ated saTe | |

In order to be commerc1a]1y useful, a substantial number of patented
inventions Ticensed by the Government, need further deveIopment. Therefore,
when Ticensing a patent, the Gonernment muSt insure that the licensee has
S'?the qualifications necessary for deve!oping~the.invention cqvered. If_patents'
. were licensed under the general disposaI provision of this Act, whieh requires
a puinc sale after advertising, patents would have to be 1t¢ensedIto the
highest bidder regardless of whether such bidder was considered qualified
to develop the patent. Again,'negotiation is the only practical method of

disposal which wou]d allow the selection of a_qua11fied licensee.

-9 -




‘e be11eve that Congress 1ntended to author1ze the d15pos1t1on of
| Government owned patented through negot1ated sale in the Federai Property and
Administrative Services Act. Evidence wh1ch supports this be11ef
‘is_ set forth below: | | |
A. The purpose of the"58 Amendment was -to provide a
= charter in the field of d1sposa1 comparab]e to the one for
procurement oonta1ned in Title III., And more spec1f1ca11y,
as'pointed 0ut'b§eMr.G$queduring the Senate Hear1ngs of
the Committee on Government Operetion, the purpose was'to
provide a permanent'charter for negotiated sa]es,ewhich
~ would correspond to the authority for negotiated procure—
_ ment.in'tit1e ITI. | | |
~ The procurement authority granted'in Titie 111 extended
"to the General Services Administration'the
principles of the Armed Services Procurement .
Act of 1947, with appropriate modification
.. principally designed to eliminate provisions
- applicable primarily to the military."-S. Rept.
- No. 1158, 81 Cong., 1st Sess. (1949) p. 94
Title T1I adopted most of the-Sectione of the Armed Services'
" Procurement Act of 1947, incl uding those which au'thoirized procu:re-
ment by_negotietion, such as section (2)(c)(1q).‘ This section
; .aothoriZed procurement By negotiation of property and services
fOr:which it is'impractieable to secure competition.- According
;to the Senate Comm1ttee that rev1ewed this section of the Armed

‘Services Procurement Act of 1974, patent coverage was listed as

.
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© a reason mak1ng it 1mpract1cab]e to secure compet1t1on and Just1fy1ng
the procurement of the property or serv1ces through negot1at1on
.Stnce under Title III patent coverage could be cited as a reason

for negotiation, it cou]d be_conc1uded from:Congress's stated :
1ntent,:that‘there was to be a corresponding-section,in this
_.amendment which‘involved patents as a.justifioation for dispdsail
”of_property through negotiation. 'This concTusiOnfis'not:disturbed

by the Comptrol1er General's interpretation of IOIUSC‘2304 (a)(10)

(former section (2)(c)(10) of the Armed Services Protection Act)

i 119 USPQ 187 (Oct. 6, 1958), requiring-purchase'from'a Tow bidder

whether or not the patent holder, since th1s opinion was g1ven months
after the '58 Amendment was enacted, | | |

~ B. Another section of Title III {41 USC 252 (11y) author1zes the
‘procurement of research and development work by negotiation.

Again, considering the purpose of the '58 Amendment as pointed out

by Mr. Gasque, it wou]d seem that Congress wou1d prov1de for a
corresponding section for disposal by negotiation of patented
inventions in return for their further deveTopment. ‘There is little
difference between the Government Ticensing a patented invention to

a party who will develop it to the point of commercial utility, and
the Government procurement of that same deve]opment for a fee. |
The only d1fference here wou?d lie in the cons1derat10n being offered

by the Government - a license under a patent rather than a fee.
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'C. ‘Since negotiatien-is the only bractieailnethod for.disposition

' of:Govennemnt owned patents,.ﬁhe authofity to dispose o% patents

by negotiation is necessary for the normaT perfornance'of agency

 .dut1es” It would be logical to assume that Congress wouid authorize

--such for an order]y performance of. agency duties.

"D. When Senator Stewart addressed the issue of patent dISpOS&1

_ dur1ng the Senate hear1ngs on Senate - Bill S 2065, he stressed

the need,for special treatment ef disposal of th1s property.
 Obviously, no such special dispoSa]_prdvisien was7wri£ten into'

either the Surplus Property Act, or the first draft of the

- Fedena1 Property and Administrative Services Act. .Since patents
'.were clearly property'whieh could be disposed of under_the Act, |
'CongreSS must have been satisffed'that, the.genenaT disposal language

of the Acfs adeeuately provided for fhe disposifion.of patents.

This conclusion is supported by the fact that the Surplus Property
Act of 1944 authorized negotiated disposal of.substant1a11y all

Vsurp1us property without requiring speciel authority to do s0.

Further;.the first'draft of the Federa1 Property and Administretive'

eServxces Act also prov1ded such a general author1ty, although only |

for a _year _

| - In 1958, severa] years after the year 10ng genera] author1ty

'granted_1n the Federal Eroperty and Administrative Services Act

lapsed, an Amendment was enacted which granted permanenf authdrity |

to dispese of surplus ﬁroperty by'negotiation in defined instanees.

Because the former Acts granted the authority'te_dispose of patents

by negotiation, an Tnférente can be drawn, that the '58 Amendment

=12 -




was. 1ntended to provide the same auth0r1ty as that granted in the

'ear11er Act. This inference is buttressed by the following

argument: Patents.had always been included as preperty which was

B disposab]e'under the Acts either-by advertisement or through

negotiation at the Administrator's discretion. Since patents

were;net}spectfiéa11yﬂexc1Uded”in the '58 Amendment, patents

.cangbe'ptesumed to,be;dispesable:by negotiatioh,_as long as the
“circumstances surrounding the disposition comply with one of

' ,the instanCes for which :disposal by negotiation is authorized.

13-




EXAMINATION OF THE NEGOTIATION AUTHORITY IN THE ACT FOR A’ SECTION NHICH

© COULD SUPPORT A GOVERNMENT WIDE PATENT LICE} iSTiG PULICY

| The Act requ1res, in all but a few 1nstances that surpTus.property'
be d1sposed of by pubTac sale after advert1s1ng The exoeptﬁons to the |
' pub11c-sa]e requirement, or the instances in which disposal by negotioted '
.rsaIes are.authorized, were incorporated into_the Act by Amenﬁment in I958
.as'40 USC 484. These pfovisioné‘were desTgned to provide for the instanees
in which the General Services Administrator found it benef1c1a1 to d1spose
of surp]us property by negot1at1on |
-T0'1nsure d1spos1t1on of Government patents in:a reaeonebTe monner,
under the Federal Property and Adm1n1strat1ve Services Act, 1t 15 necessary
to find a section wh1ch authorizes the d1sposa1 of Government patents by
.negot1ated sale in the Act. And further, if uanormzty is to be maintained
for the disposal of all Government patents author1ty mus t. be found in the
N Act which could support a Government wide patent policy wh1ch would be
equaTIy applicable to all patent disposals for all Executive Departments'

and Agencies.

. After examining each exception, as set forth as foT]owe,'to determine |

ewhether it was capabTe_ostupporting'a Government-wide patent 11Censing
poticy as mentioned above, it was concluded for reasons which follow
each exception section respectively, that only section (e)(S}ncoqu

- possibly support such a'p011cy.'

-4 -
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48t (e)(3)

Dlsposa1s and contracts for d1sposa1 may be negotiated under

‘regu]at10ns prescr1bed by the Adm1n1strator w1thout regard

to paragraphs (1) and (2) of th1s subsection (the prov1s1ons

- for pub11c sa]e) but subaect to obta1n1ng such compet1t1on

as is feas1b1e under the c1rcumstances if:

(A)

" property or, for a period not exceeding three =

Comment:

(8)

Comment

Necessary in the public interest during the -

- period of national emergency declared by the

President or the Congress, with respect to
a particular Tot :or lots of personal

months, property as determined by the
Administrator;

A Government-wide patent policy cannot be

based upon the limitation that a license
may only be granted during a National
emergency or for three months as determ1ned

- by the Adman1strator

The pub11c health,safety,or national securxty
will thereby be promoted by a particular
disposal of personal property;

‘A Government-wide patent policy cannot be
‘limited to subject matter which is classified .

only in the health, safety, or national

security areas, but a policy applicable to ‘HEW,

VA, and DOT, could be based upon this Section since
substant1a11y all the inventions of these agencies

are 1n the area of health and safety.

From the fo]]ow1ng example, given during the

~~Senate Committee hearings on' S. 2224, it appears

that an overriding concern of the drafters was,
quick delivery of the health product.

"*(B) If the public health, safety, or
“national security will thereby be

promoted. There are three elements in
"~ there: ‘Health, safety, and national
-security. We would like to cite an

example of the public health aspect.

_ ‘We had a case several years ago
‘where specially designed equipment was

| manufactured for the Government to make .
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- yellow fever vaccine during a period
when no manufacturer could be found who
would undertake manufacture of the
vacc1ne
The Government finally found one o
‘such company. If he could buy this Govern-
ment equipment, he could be in production
~in 60 days: otherwise this production
- -would start in about 6 months. Only a
90-day total inventory of yellow fever
vaccine was available so that speed was
important. If he brought new equipment
then the Government-owned equipment :
“would be worthless, since he was the only
manufacturer would could use that equip-
ment." Hearings before Senate Committee
on S. 2224 (Federal Property and Records
Management), 85th Cong., Ist Sess (1957)
p. 27. -

From the following example, also given during the
Senate Committee hearings, it seems that the
drafters did not feel wide scale advertising
was necessary in disposing under this section.

" The drafters believed that the Agency officials

. would know who was interested -in the product,

~ from experience the Agency officials had in

the area.

“Mr. Tuttle, VYes sir. There are cases -
where a Government agency, such as in the
medicine case, has such technical knowlege

~of a particular drug, who its suppliers are,
who .its manufacturers are, that it is a-

~very simple matter to determine who is
interested in buying this deteriorated drug
and to determine that there is no use trying
wide-advertising.

We must try to sell it to somebody who

can hand1e it.* (Id. at p. 21-22)

(C) Public exigency will not adm1t of the delay incident
- to advertising certain personal. property; .

-Comment: = From the legislative history of the Act this section
o -is directed towards perishable whose value or usefulness
- ‘rapidly diminishes, Patent property does not rapidly
diminish in value or utility, therefore, patents are
not property wh1ch could be disposed of under this
_sect1on :
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(D)
. “nature and quantity which, if disposed
of under paragraphs (1) and (2) of this

~ Comment:

(E)

Comment:

(F)

Comment: -

(6)

Comment:

The-persona1 property involved is of a

subsection, it would cause such an -impact

- on an-industry or industries as adversely

to effect the national economy, and the

‘estimated fair market value of such property

other satisfactory terms disposal can be
obta1ned by negotiation;

~ From the legislative history of the Act thTS

section is directed towards the disposal of

a large quantity of goods. A sound govern-

wide-wide patent policy must require patents
to be disposed of on a case by case basis,
therefore this section could not support

a Government-wide patent-policy.

‘The estimate fair market value of the property

1nvo1ved does not exceed $1.,000:

A Government-w1de patent Ticensing oo1icy‘
cannot be constrained by price limitations.

Bid prices after advertising therefore are not -
reasonable {either as to all or some part of the
property) or have not been independently arrived

at in open competition;

" A basic requirement of a Government-wide patent

policy is that it enables negotiation from the

- inception of the disposal. Since this section

allows negotiation only after an unsuccessful
public sale has been conducted, it is not
capable of supporting the aforementioned policy.

With respect to real property on]y, the character
or condition of the property or unusual circum-
stances make it impractical to-advertise publicly

~ for competitive bids and the fair market value of
the property and other satisfactory terms of
~disposal can be obtained by negotiation;

Since this section authorized the negotiated
disposal of real property only, patents,which

- are personal property could not be d1sposed of
~under this section

.17 -




The disposal will be to States; territories,

- possessions, political subdivisions thereof, .

- or taxsupported agencies therein,:and the

estimated fair market value of the property

“and other satisfactory terms of disposal are

~ obtained by negot1at1on,_

Comment:

" A Government-wide patent cannot be . - -
~restricted to the limited number of potent1a1

purchasing parties listed in this section

~ especiallyin Tight of the fact that the parties

listed here have 1ittle, if any, capability to. -
bring- the patented 1nvent10n 1nvo]ved to :the

marketplace.
(1)

COmment:_

RCAGION

Otherwise authorxzed by th1s Act

There is no other section in this Act wh1ch
authorizes the disposal of patents by

~ negotiated sale.

i‘Disposals and contracts for disposal of”éurp1ué_rea1 and

re1ated persona1-prpperty through contract realty brokers

emp]oyed by the Administrator shall be made in the manner

followed in s1m11ar commerc1a1 transact1ons under syuch

regulations as may be prescribed by the AdminiStrator:

Provided, that such reguiations shall require that wide

~ public notice of ava11ab111ty of the property for: d1sposa1

_be g1ven by the brokers

Comment: This section authorized d1sposa1 of real property _
: ~and related personeal property. Since patents are .

personal property they cannot be disposed of under o

_th1s sect1on




484 (e)( )

Negot1ated saIes of persona1 property at 'fixed pr1ces

emay-be made by the Adm1n1strator either d1rect1y or through :
.the “use of d1sposa1 contractors without regard to the |
'11m1tat1on set forth in paragraphs {1) and (2) of th1s-
- subsect1on: Prov1ded that such’ sales sha]l be pub11c1zed
'to the extent consistent with the value and nature of the property
1nvo]ved, that the prices estab11shed shall reflect the
estimated fair market value thereof,‘and that sueh sales
shall be limited to those categories of personal preperty
" as to which the Administrator determines that such method
of dispesa] will best serve the interests of the Government;
.(emphaS1s added) |
Comment: The 1anguage of this section c]ear]y authorqzed
the Administrator to dispose of certain classes
of personal property by negotiated sale, when he
- determines that in the interests of the Govern-
~ment this class of property should be so -disposed.
Therefore;. if the Bdministrator determined that
in the interests of the Government, patents, as
a class of property, should be disposed of by
negotiated sale; this section could support
a Government w1de patent p011cy
_ 'From an'exp}anat1qn_appear1ng in the committee repOrts, section
' _484(e)(5)“éuthor?zes the Administrator to make a determination that a certain
class of property. shoulu be disposed of by a negot1ated sale, and it
further authorizes the Adm1n1strator to exerc1se his d1scretaon as
" to whether to dispose of the property himself or to dispose of the prbperty
'.through & disposal contractor. The authority, to hire a disposal

contractor was suggested by the Hoover Commission as being necessary,

- 19 -




"that in certain selected, highly technical categories
the Government ought to endeavor to use commercial
- concerns highly qualified in the marketing of such
~items.” Hearings before Senate Committee on S. 2224
- (Federal Property and Records Management) 85th: Cong s
st Sess. (1957}, p. 27.

The'f0110wihg, is the on}y example cited in the Committee:

Reports as oe1ng W1th1n 484(e)(5): |
"greater net revenues can be obtained by se111ng certain
types of surplus personal property at fixed-prices in

advance of sale at current market levels with wide
- advertising of these fixed prices.(emphasis added)

~ Examples are complete aircraft having-comﬁercial.va1ue,
. aircraft engines, vehicles, and in some cases spare
-'parts " (Ibid) -

Cons1der1ng the inordinate stress which was p]aced upon the
authority to hire disposatl contractors in the legislative history,
and the.pUrpOSE'giveh for the hiring of these contractdrs, and .
the typé of prbperty 1isted {n the above-examp]es; we feel that

Thissectﬁon.was designed, priﬁari1y for the dispbsa] of highly
technical classes of personal property in which pateptsmuét
surely be included. Based on the explanation df_this section by |
‘Mr. Tuttle during the Senate Committee hearings (Ibid) we also
feel that the Admihistrator is authorized to djspose of such
;property himself if he mxse§£s-thengcessary.expertise, or is
“authorized to employ disposal confractors if he does not possess
the technical expertise.required to make a prdper disposal. This
a]ternativé discretion fn the Administrafﬁr éppears to be antipétory

'Of the 1icensﬁng function undertaken by NTIS. The Government would

not undertake disposal of the‘highTy technical class of perSona]
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prepertyute'be covered by this sectibn; béfere”en expertise equaf

to that of the described disposal contractors vas dere1oped'in the
.'Government | | o | | |
Before this sect1on can be used there are two requtrements wh1ch
-'must be sat13f1ed, the first is notice of sale, and the second is that
the property disposed oﬁ;must‘be;501d.ate1fi£ed'prﬁte,‘ Since the.mean§
- for compltance with the first requirement is obrious, it need.notlbe :
.covered herei As to the‘second requirement: of fixed prjce, there'is
no explanation of this term in the Legts1at1ve Kistory. We have |
1nterpreted f1xed pr1ce to mean the "best deaT“ for the Government
rather than maximum monetary return. _Th1s 1nterpretat10n w111 allow
the'Administrator to'ffx the price of what is betng sold in money,

other consideration or some eombjnation ot the two: _Thie broad

“interpretation is necessary'because.there‘wi11 be instances inlwhich

it s in the.pub1tc interest,'and therefore the "best dea]"'for the
:-Government to fix consideration in terms rather'than money An examp]e
of such a 31tuat10n usually occurs when the Government IS to T1cense
a patent generated by a Research and- Deve]opment Agency

| Patented 1nventions generated by these agencies 1n ]arge measure |

requ1re further testung and deve]opment before they are commerc1a11y
usefuT, These 1nvent1ons ord1nar11y represent a substant1a1 improve-
ment to the technology ex1st1ng 1nthe|narket place. It would therefore
seem that the "best deal”'for the public and the Government would be the

_ rapid'delivery of these inventions to the public at a reasonable cost.
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- If'the-Government charges 1arge'11censihg‘feeé, it Cdu]d're3u1t'{n

.11ncreas1ng the cost to the pub11c of the 1nvent1on for the cost of the goods

to the public w111 be f1gured by add1ng the cost of the ]1cense to the -

- cost of the reduction to pract1ce of the 1nventmon Therefore, under

these c1rcumstances, the most 1mportant part of the “f1xed pr1ce"

is the p]an of deve]opment whlch a licensee is w1111ng to be comm1tted

to rather than a money return to the Government
‘We - have not 1nvest1gated section 484 e)(5) further because as prekus‘ly
meﬁtﬁoned sect1on 484(e)(3)(B) author1zes the drsposa] by negotrated

sale of patents in WhTCh HEW, VA, or DOT have a propr1etary interest.

P.S. An amu51ng coro]Tary to the above is that 1f you accept the

“argument used in Public €itizen, that the Departments must
~have statutory authority to dispose of future inventions, the
- above would support an argument that the Act prov1des such
__author1ty . _ _
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