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The Honorable Strom Thurmond
Chairman, Committee on the Jud1c1ary
United States Senate

The Honorable Peter W. Rodino, Jr.
Chairman, Committee on the Jud1c1ary
House of RepresentatlveS'

Thls is the first annual report submitted by the Comptroller
General under Section 6, Public Law 96-517, commonly referred to
as "The Patent and Trademark Amendments of 1980." Section 6 estab-
lishes a uniform policy for assigning title to inventions made by
small business or nonprofit contractors during Government-sponsored
research. The section also requires the General Accounting Office
to monitor and report on the executlon of the Act.

This report describes the events 1eadlng to the passage of
Public Law 96-517 and discusses actions taken to put the Act into
effect. The report also contains a copy of Section 6 of Public
Law 96-517 (appendix I) and a copy of Office of Management and
Budget (OMB) Circular A-124, which sets forth regulatlons for
carrying out the law (appendix II)

LEGISLATIVE HISTORY

Efforts to establlsh a uniform patent policy for the Federal
‘Government began in 1963 when the Presidential Memorandum and
Statement of Government Patent Policy was issued. That memorandum,
revised in 1971, provided gquidance to agencies for assigning title
to inventions resulting from federally funded research. The guid-
ance, however, was quite flexible and agencies interpreted the
guidance and assigned titles in a variety of ways. So, in 1972,
the Commission on Government Procurement recommended that the 1971
memorandum be carried out promptly and uniformly. It also called
for Government-wide legiglation to allow, as a general rule, the
developing contractor or inventor to retain patent rights to in-
ventions made W1Lh Federal support.

In 1975, the Commlttee on Government Patent Policy, whlch was
established by the Federal Council on Science and Technology, evalu-
ated Executive agency experience under theée Presidential memorandum
and found that problems still existed. The Committee concluded
~that legislation was needed to unify agency practices for allocat-
ing rights to contractor inventions. The legislation was also
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needed to clarify when agencies had the authority to grant exclu-
sive licenses for Government—-owned inventions.

In 1978, the Advisory Subcommittee on Patent and Information
Policy of the Advisory Committee on Industrial Innovation issued
the "Draft Rasport on Patent Policy." It recommended transferring
the patent rights on the results of Government-sponsored research
to the private sector. In May 1979, the Comptroller General tes-
tified in hearings on the patent practices of a number of Federal
agencies. H=2 reported that the goal of a uniform Federal patent
policy had not been reached. 1In fact, the Comptroller General
stated that various Executive agencies were using approximately
20 different patent arrangements. 1/ '

In 1980, the 96th Congress enacted Public Law 96~517. This
law provides that in most cases a nonprofit organization or small
business firm may elect to retain title to inventions made during
federally sponsored research or research and development (R&D).

RESPONSIBILITIES OF.GAO
UNDER PUBLIC LAW 96-=517

The Comptroller General was assigned two primary responsibili-
ties under Section 6 of Public Law 26-517. The first is to monitor
how well the intent of Section 6 is being achieved and determine if
"any pattern of determinations [with regard to disposition of title
because of “exceptional circumstances"] by a Federal agency is con-
trary to the policy and objectives [of the Act] or that an agency's
policies or practices are otherwise not in conformance [with the
Act].” Second, the Comptroller General is required to send a re-
port at least once a year to the House and Senate Committees on the
Judiciary on how the agencies are carrying out certain provisions
of the Act and "on such other aspects of Government patent policies
and practices with respect to federally funded inventions as the
Comptroller 3eneral believes appropriate.” : :

The purpoée of this first report under Public Law 96-517 is
to o . :

--briefly describe the steps taken to put Section 6, Public
Law 96-517, into effect and assess whether uniformity of
patent practice is occurring, and

~-discuss the use of the Section's "exceptional circumstance”
provision that allows agencies to restrict or eliminate the
right to retain title of any invention made by small busi-
ness or nonprofit contractors. ' ?

1/The University and Small Business Patent Procedures Act. LHéar~ 
ings on S. 414, Committee on the Judiciary, 96th Cong., lst Sess.
(1979). ) '
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To do thls, we

--monitored the development of OMB regulatlons.

--interviewed patent off1c1als from the flve agencies that
' fund about 90 percent of Federal R&D. Those five agencies
are the Department of Defense (DOD), the National Aeronau-
tics and Space Administration (NASA), the Department of
Energy (DOE), the Department of Health and Human Services
(HHS), and the National Science Foundation (NSF).

—-examlned coples of internal agency orders and other docu-
ments describing changes in agency procurement procedures
resulting from the new law.

--assessed the flnal regulations to judqe whether the requ1re—
ments in them were sufficiently precise to prevent agencies
from interpreting the language ln them dlfferently

EXECUTION OF PUBLIC LAW 96-517

The primary objective of the law is to ellmlnate a number of
individual agency policies on the ownership of patent rights and
replace them with a uniform Government-wide policy. This will re-
duce administrative costs and provide contractors with an incen-
tive to bring federally funded research to the point where it can
be used commercially. While this objective is clear, its realiza-
tion depends on the regulations issued by the Office of Federal
Procurement Policy (OFPP) through OMB and on how the agenc1es in-
terpret these regulatlons. . .

Development of regulations

After Public Law 96~517 was enacted on December 12, 1980, the
following steps were taken to develop interim and final regulations.
OFPP convened an interagency task force to draft preliminary regu-
lations. On July 2, 1981, OFPP published the interim regulations
{OMB Bulletin 81-22) in the Federal Register. Included in these
was a "Patent Rights Clause” to be used in all funding agreements
with nonprofit and small business contractors. The clause speci-
fies the rights and obligations of the contractor and the Federal
Government with regard to assigning title to inventions. It also
reguires that the contractor have the opportunity to retain title
to any invention resulting from the research.

Public comments on.the 1nter1m regulations were solicited.
Based on comments from the public and from agencies, OFPP rev1sed
the interim regulations. The final requlations were issued on
February 10, 1982, with an effective date of March 1, 1982.

Agency practice under interim regulations

Y From July 1, 1981, to March 1, 1982, the agencies we examined
S modified their patent practicesg to be consistent with OMB Bulletin
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81-22. Thus, even during this interim period, the Act was being

carried out uniformly. Patent officials interviewed stated that

contracts negotiated during this period would be modified to con-
form to the final regulations, if necessary.

Agencies' practices under the interim regulations differed in
only one significant way: the decision whether to use the "pre-
notification provision" included in the interim regulations. This
provision permitted agencies to include a requirement that the con-
tractor inform the agency, at least 90 days prior to submitting an
article for publication, of:the details of any patentable invention
developed with Federal assistance. NASA, DOD, and DOE decided to
include the provision, while NSF and HHS did not. Many universities
that receive Federal funds strongly objected to the prenotification
provision; they considered it an infringement on.their faculty's
right to publish. As a result, OFPP eliminated "prenotification"
from the final regulations. : Do

The prospects for a uniform
patent policy under the
final regulatlons

We conducted a prellmlnary assessment of the final regulations
to determine whether the instructions in them were sufficiently pre-
cise to prevent agencies from interpreting the language differently.
As we have noted earlier, the prospects for a uniform practice of
patent policy under this law depend upon how agencies interpret the-
final regulations and on the procedures used as a result of those
interpretations. - Therefore, the clarity and specificity of the
regulations are critical. If the regulations are imprecise, agen-
cies might interpret them differently, and contractors mlght again
confront a variety of agency practlces.

Our assessment 1nd1cated that the guidance given agencies by
the final regulations is specific enough to result in uniform prac-
tice across agencies.. The final regulations fail to provide agen-
cies clear instructions in only one area, that of contractor re-
porting requirements. The regulations do not specify the content,
format, or frequency of each of the reports that can be required
of contractors by agencies. But the regulations do constrain the
agencies from imposing reporting requirements until the Department
of Conimerce (DOC), which has been designated the "lead agency,"
devises a uniform periodic reporting system. How DOC carries out
this responsibility will determine whether contractor reporting
requirements are the same across agencies.

EXCEPTIONAL CIRCUMSTANCE DETERMINATIONS

Section 202(a)(ii) of Public Law 96-517 provides that each
nonprofit organization or small business firm may elect to retain
title to any invention made ‘under Federal support except

(i) when the funding agreement is for the operation
of a Government-owned research or production facility,
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(ii) in exceptional circumstances when it is deter- -
mined by the agency that restriction or elimination
of the right to retain title to any subject inven-
tion will better promote the policy and objectives
of [the Act], or

(iii) when it is determined by a Government authority
which is authorized by statute or Executive order to
conduct foreign intelligence or counter-intelligence
‘activities that the restriction or elimination of the
right to retain title to any subject invention is
necessary to protect the security of such activities.

Determinations made under the second instance--"exceptional
circumstances"--are to be made in writing and accompanied by a
written statement of justifying facts. This is then submitted ‘
to the Comptroller General within 30 days after the award of the
applicable funding agreement. The statute requires that the Comp- .
troller General decide if "any pattern of determinations by a
Federal agency is contrary to the policy and objectives [of the
section or if] an agency's policies or practices are otherwise
not in conformance™ with the section. If such a pattern or other
judgment of nonconformance is observad, the Comptroller General
is to advise the hea& of the agency involved.

Only limited guldance.ls prov1ded in the legislative history
abcut what might constitute an "exceptional circumstance," although
a report of the Senate Committee on the Judiciary states that these
deviations from the uniform policy should be used sparingly. 1/

Two examples of situations that might justify an exceptional cir-
cumstance determination were given in that report. First was when
a funding agreement calls for a specific product that will be re-
quired to be used by regulation. 'The report states that, in such
a case, "it is presumed that patent incentives will not be required
to bring the product to the market." The second example was when
the sponsoring agency planned to fund and promote a product or pro-
cess until it was put into commercial use. In this case, the re-
port goes on to say that "it would be within the spirit of the

Act for the agency to . . . define specific fields of use to which
it will obtain rights . . . "

As of February 15, 1982, the Comptroller General had received
five notices of exceptional circumstance determinations, all from
the Department of Energy. These determinations restricted or

1/8enate Rpt. No. 96-480, 96th Cong., lst Sess., (1980). This
report relates to 5. 414, a predecessor bill to H.R. 6933 which
became P.L. 926-517, and provides the only detailed explanation
of "exceptional circumstances" found in the Act's legislative
history.
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eliminated right to title under a dozen separate funding agree-
ments. The GAO staff is currently reviewing these five situations
in accordance with the requirements of the Act. ; '

CONCLUSIONS

Before passage of Public Law 96-517, agency practices of as-
signing title to inventions made under Federal support differed
substantially. Enactment of this law was an effort to bring about
uniform Government-wide patent policy and practice for nonprofit
organizations and small business firms. Based on our analysis, we
conclude that this new law provides a basis for achieving the de-
sired uniformity of practice across agencies. This conclusion
is preliminary, however. It is based on an examination of the
agencies' activities under the interim regulations and an analy-
sis of the language in the final regulations, not on a review of
agencies' practices under the final regulations.

Only one area--that of contractor reporting requirements—-
remains unresolved. However, the potential nonuniform practice in
this area can be eliminated when guidance is issued by the Depart-
ment of Commerce.

It is too early to draw any conclusions about the use of the
"exceptional circumstance" provision in Section 202(a)(ii) of the
Act. As of February 1982, GAO had received five notices of excep-
tional circumstance determinations involving a dozen fundlng agree-— - P
ments. : I

We are sending copies of this report to appropriate committees
of both Houses, Representatives and Senators with particular inter-
‘est, the Director of the Office of Management and Budget, the
Director cf the Office of Science and Technology Policy, the
Administrator of the Small Business Administration, and to chief
officials of the related research and development agencies. We
will also make copies available to interested organlzatlons and
1nd1v1duals, as appropriate, on request.

bl Bk,

Comptroliler General
of the United States




PUBLIC LAW 96-517—DEC. 12, 1980

“CHAPTER 38—PATENT RIGHTS IN INVEN'];IONS MADE
WITH FEDERAL ASSISTANCE '

“200. Policy and objective.
“201. Definitions.
202, Disposition of rights,
© “203. March-in rights.
*204. Preference for United States industry.
205, Confidentiality. L
‘:206. Uniform clauses and regulations.’ )
"20‘7. Domestic and foreign protection of federally owned inventions.
“208. Regulations governing Federal licensing.
209, Restrictions on lcensing of federally owned inventions.
“21¢. Precedence of chapter,
*211. Relationship to antitrust laws.

“5200. Policy and objective

“It is the policy and objective of the Congress to use the patent
system to promote the utilization of inventions arising from federally
supported research or development; to encourage maximum partici-
pation of small business {firms in federally supported research and
development efforts; to promote collaboration between commercial
concerns and nonprofit organizations, including universities; to
ensure that inventions made by nonprofit organizations and small
business firms are used in'a manner to promote free competition and
enterprise; to promote the commercialization and public availability
of inventions made in the United States bg United States industry
and labor; to ensure that the Government obtains sufficient rights in
federally supported inventions to meet the needs of the Government
and protect the public against nonuse or unreasonable use of inven-
tions; and to minimize the costs of administering policies in this area.

“§ 201. Definitions

“As used in this chapter—
“(a) The term ‘Federal agency’ means any executive agency a3
defined in section 105 of title 5, United States Code, and the

mi}ita% departments as defined by section 102 of title 5, United
- et

States Cod

94 STAT. 3019

35 USC 200,

5 USC 201,

“(b) The term ‘funding agreement’ means any contract, grant,

or cooperative agreement entered into between any Federal
agency, other than the Tennessee Valley Authority, and an
contractor for the performance of experimental, developmental,
or research work funded in whole or in part by the Federal
Government. Such term includes any assignment, substitution of
parties, or subcontract of any type entered into for the perform-
ance of experimental, developmental, or research work under a
funding agreement as herein defined. .

“(¢c) The term ‘contractor’ means any person, small business
firm, or nonprofit organization that is a party to a funding
agreement.

“(d) The term ‘invention’ means any invention or discovery
wh}'lictbt lis or may be patentable or otherwise protectable under
this title.

“(e) The term ‘subject invention’ means any invention of the
contractor conceived or first actually reduced to practice in the
performance of work under a funding agreement.

“(f) The term 'practical application’ means to manufacture in
the case of a composition or product, to practice in the case of a
process or method, or to operate in the case of a machine or

system; and, in each case, under such conditions as to establish

i S0 202

Funding
agreement.

Written
determination.
Copy to
Comptroller
General.

Copy 10 3BA. -

Contrary agency
determinations.

Report to
congressional
commitiees.

that the invention is being utilized and that its benefiis ave to the
extent permitted by law or Government regulations available to
the public on reasonable terms.

“(g) The term ‘made’ when used in relation to any invention
means the conception or first actual reduction to practice of such
invention.

*(h) The term ‘small business firm' means a small-business
concern as defined at section 2 of Public Law 85-536 (15 U.S.C.
632) and implementing regulations of the Administrator of the
Small Business Administration.

*{i} The term 'nonprofit organization’ means universities and
other institutions of higher education or an organization of the
type described in section 501(ck3) of the Internal Revenue Code of

1954 126 U.S.C. 501(c)} and exempt from taxation under section -

501ia) of the Internal Revenue Code (26 U.S.C. 50lia) or any
nenprofit scientific or educational organization qualified under a
State nonprofit organization statute,

*§ 202. Disposition of rights

“(a} Each nonprofit organization or small business firm may,
within a reasonable time after disclosure as required by paragraph

(e1) of this section, elect to retain title to any subject invention: .

Provided, however, That a funding agreement may provide otherwise
(il when the funding agreeinent is for the operation of a Government-

owned research or production facility, (i) in exceptional circum-

stances when it is deterinined by the agency that restriction or
elimination of the right t¢ retain title to any subject invention will
better promote the policy and objectives of this chapter or {iii) when it
is determined by a Government authority which is authorized by
statute or Executive order to conduct foreign intelligence or counter-
intelligence activities that the restriction or elimination of the right
to retain title to any subject invention is necessary to protect the
security of such activities. The rights of the nonprofit organization or

* small business firm shall be subject to the provisions of paragraph (c}

of this section and the other provisions of this chapter. :

“{b)1) Any determination under (ii) of paragraph (a} of this section
shall be'in writing and accompanied by a written statement of facts
justifying the determination. A copy of each such determination and

- Justification shall be sent to the Comptroller General of the United
States within thirty days after the award of the applicable funding .

agreement. In the case of determinations applicable to funding
agreements with small business firms copies shall also be sent to the
Chief Counsel for Advacacy of the Small Business Administration.

“@) If the Comptroller General believes that any pattern of
determinations by a Federal agency is contrary te the policy and
objectives of this chapter or that an agency’s policies or practices are
otherwise not in conformance with this chapter, the Comptroller
General shall so advise the head of the agency. The head of the
agency shall advise the Comptroller General in writing within one
hundred and twenty days of what action, if any, the agency has taken
oGr plans to take with respect to the matter's raised by the Comptroller

eneral.

“(3) At least once each year, the Comptroller General shall trans-
mit a report to the Committees on the Judiciary of the Senate and
House of Representatives on the manner in which this chapter is

-being implemented by the agencies and on such other aspects of

Government patent policies and practices with respect to federally
funded inventions as the Comptroller General believes appropriate.

#*Sec. 6.(a) Title 35 of the U.S.C. was amended by aading ch. 8
after cii. 7
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“(c) Each funding agreement with a small business firm or non-
profit organization shall contain appropriate provisions to effectuate
the following:

“(1) A requirement that the contractor disclose each subject
invention to the Federal agency within a reasonable time after it

is made and that the Federal Government may receive title to

any subject invention not reported to it within such time.

“(2) A requirement that the contractor make an election. to-.

retain title to any subject invention within a reasonable time
after disclosure and that the Federal Government may receive
title to any subject invention in which the contractar does not
elect to retain rights or fails to elect rights within such time.

“(3) A requirement that a contractor electing rights file patent
applications within reasonable times and thaf the Federal Gov-
ernment may receive title to any subject inventions in the
United States or other countries in which the contractor has not

‘Funding

agreement
requirements.

filed patent applications on the subject invention within such

times.

“(4) With respect to any invention in which the contractor
elects rights, the Federal agency shall have a nonexclusive,
nontransferable, irrevocable, paid-up license to practice or have
practiced for or on behalf of the United States any subject
invention throughout the world, and may, if provided in the
funding agreement, have additional rights to sublicense any
foreign government or international organization pursuant to
any existing or future treaty or agreement,

5) The right of the Federal agency to require periodic
reporting on the utilization or eiforts at obtaining utilization
that are being made by the contractor or his licensees or
assignees: Provided, That any such information may be treated
by the Federal agency as commercial and financial information
obtained from a person and privileged and confidential and not
subject to disclosure under section 552 of title 5 of the United
States Code.

*{6) An obligation on the part of the contractor, in the event a
United States patent application is filed by or on its behalf or by
any assighee of the contractor, to include within the specification
of such application and any patent issuing thereon, a state-
ment specifying that the invention was made with Government
support and that the Government has certain rights in the
invention.

“(7) In the case of a nonprofit organization, (A) a prohibition
upon the assighment of rights to a subject invention in the
United States without the approval of the Federal agency, except
where such assignment is made to an organization which has as
one of its primary functions the management of inventions and
which is not, itself, engaged in or does not hold a substantial
interest in other crganizations engaged in the manufacture or
sale of products or the use of processes that might utilize the
invention or be in competition with embodiments of the inven-
tion (provided that such assignee shall be subject to the same
provisions as the contractor); (B) a prohibition against the grant-
ing of exclusive licenses under United States Patents or Patent
Applications in a subject invention by the contractor to persons
other than small business firms for a period in excess of the
earlier of five years from first commercial sale or use of the
invention or eight years from the date of the exclusive license
excepting that time before regulatory agencies necessary to

Hights.
retenton

Rights. transier

ur ssipnment.

Third-pariy
leensing,
prehibition

obtain premarket clearance unless, on a case-by-case basis, the
Federal agency approves a longer exclusive license. If exclusive
field of use licenses are granted, commercial sale or use in one
field of use shall not be deemed commercial sale or use as to other
-fields of use, and a first commercial sale or use with respect to a
product of the invention shall not be deemed to end the exclusive
period to different subsequent products covered hy the invention;
{() a requirement that.the. contractor.share royalties with-the
inventor; and (D) a requirement that the balance of any royalties
or income earned by the contractor with respect to subject
inventions, after payment of expenses (including payments to
inventors! incidental to the administration of subject inventions,
be utilized for the support of scientific research or education.

“t8¥) The requirements of sections 2013 and 2(M of this chapter.,

“td) If a contractor does not elect to retain title to a subject
invention in cases subject to this section, the Federal agency may
consider and after consultation with the contractor grant requests for
retention of rights by the inventor subject to the provisions of this Aet
and regulations promulgated hereunder. :

“te} In any case when a Federal employee is a coinventor of any
inverition made under a funding agreement with a nonprofit organi-
zation or small business !irm, the Federal agency emploving such
coinventor is authorized to transfer or assign whatever rights it may
acquire in the subject invention from its employee to the contractor
subject to the conditions set forth in this chapter.

“tnD) No funding agreement with a small business firm or non-
profit’ organization shall contain a provision allowing a Federal
agency to require the licensing to third parties of inventions owned
by the contractor that are not subject inventions unless such provi-
sion has been approved by the head of the agency and a written
Jjustification has been signed by the head of the agency. Any such
provision shall clearly state whether the licensing may be required in
connection with the practice of a subject invention, a specifically
identified work object, or both. The head of the agency may not
delegate the authority to approve provisions or sign justifications
required by this paragraph. .

{21 A Federal agency shall not require the lLicensing of third
parties under any such provision unless the head of the agency
determines that the use of the invention by others is necessary for the
practice of a subject invention or for the use of a work object of the
funding agreement and that such action is necessary to achieve the
practical application of the subject invention or work object. Any
such determination shall be on the record after an opportunity ior an
agency hearing. Any action commenced for judicial review of such
determination shall be brought within sixty days after notification of
such determination. -

YIONEd3Y

T

I XIANH44AY -




APPENDIX II S  APPENDIX II

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF _MANAGEMENT AND .BUDGEI'
 WASHINGTON, D.C. 20563

February 10, 1982

CIRCULAR No. A-124

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Patents - Small Business Firms and Nonprofit
: ' ~Organizations :

1. - Purpose. Thls Circular provides policies, procedures,

~ and guidelines with respect to inventions made by small
business firms and nenprofit organizations, 1ncludlng univer-
sities, under funding agreements with Federal agencies where a
purpose is to perform experimental, developmental, or research
work. - _ . _

2;' Rescissions. This Circular supersedes OMB Bulletln 81-22
effective March 1, 1982,

3. Authority. This Circular is issued pursuant to the
o authority contained in 35 U.S.C. 5206 (86 of P.L. 96~517, "The
o Patent and Trademark Amendments of 1980%).

| 4, Background. After many years of public debate on means
B to enhance the utilization of the results of Government funded
g research, Public Law 96-517 was enacted. This Act gives non-
profit organizations and small businesses, with 1limited
exceptions, a first right of refusal to title in inventions
they have made in performance of Government grants and
contracts. The Act takes precedence over approximately 26
conflicting statutory and administrative policies.

Under the Act, the Office of Federal Procurement Policy (OFPP)
is responsible for the 1issuance of the regulations
implementing 35 U.S5.C. 8202-204 after consultation with the
Office of Science and Technology Policy (OSTP). On July 2,
1981, OMB Bulletin 81-22 was issued to provide interim regula-
tions while agency and public comments were sought. Based on
a review of these comments, this Circular is issued to
i establish permanent 1mp1ement1ng regulations and a standard
; patent rlghts clause.-

5. Policy and Scope. This Circular takes effect on March 1,
1982, and will be applicable to all funding agreements with
small business firms and domestic nonprofit organizations
executed on or after that date. This includes
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subcontracts at any tier made after March 1, 1982, with small
business firms and nonprofit organizations even if the prime
funding agreement was made prior to March 1, 1982. Unless
prohibited by law, agencies are encouraged to treat subject
inventions made under funding agreements made prior to July 1,
1981, in substantially the same manner as contemplated by P.L.
96-517 and this Circular for inventions made under funding
agreements entered into subseguent to July 1, 1981. This can
be accomplished through the granting of waivers of title on
terms and conditions substantially similar to those set forth
in the standard clause of Attachment A,

Agencies should be alert to determining whether amendments
made after March 1, 1982, to funding agreements entered into
prior to July 1, 1981, result in new funding agreements
subject to this Circular and the Act. Renewals and continua-
tions after March 1, 1982, of funding agreements entered into
prior to July 1, 1981, should be normally treated as new
funding agreements. o - _

This Circular is intended to establish uniform and coordinated
implementation of 35 U.S.C. 8200-206 so as to foster the
policy and objectives set forth in 35 U.S5.C. §200. '

6. Definitions. As used in thls Clrcular -

a. The term'“fundlng agreement“ means any contract,
grant, or cooperative agreement entered into between any
Federal agency, other than the Tennessee Valley Authority, and
any contractor for the performance of experimental, develop-
mental, or research work funded in whole or in part by the
Federal Government. = Such term includes any - assignment,
‘substitution of parties, or subcontract of any type entered
into for the performance of experimental, developmental, or
research work under a fundxng agreement, as herein deflned.

b. The term “"contractor"™ means  any person, small
business firm or nonprofit organ1zatlon that is a party to a
fundlng agreement. o

: c. The term "invention" means any invention or
d1scovery which is or may be patentable or otherwise protect-
able under Title 35 of the United States Code.

d. The term "subject 1nvent10n means any invention of
a contractor conceived or first actually reduced to practlce
-in the performance of work under a funding agreement.

e. The term practlcal application®™ means to
manufacture in the case of a composition or product, to
practice in the case of a process or method, or to operate in
‘the case of a machine or system; and, in each case, under such
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conditions as to- establish that .the invention is being
utilized and that its benefits are, to the extent permitted by
law or Government regulatlons, available to the public on
reasonable terms.

f. .The term “made' when used in relation to any
invention means the conception or first actual reduction to
‘practice of such invention.

g. - The term "small business firm"” means a small
business concern as defined at section 2 of Public Law 85-336
(15 u.s.c. 8632) and implementing regulatlons "of the
Administrator of the Small Business Administration. ©For the
purpose of this c;rcular, the size standards for small
business concerns involved in Government procurement and
subcontracting at 13 CFR 121.3-8 and 121.3-12, respectlvely,-
wrll be used ‘ _

h. The term 'nonprofrt organlzatron“ - means
universities and other institutions of higher education or an
‘organization of the type described in section 501(c) (3) of the
Internal Revenue Code of -1954 (26 U.S.C. §501{(c)) and exempt
- from taxation under section 501(a) of the Internal Revenue
Code (26 U.S.C. 8501(a)) or any nonprofit scientific or
educational organization qualified under a state nonprofxt
organization statute. ;

7. Use of the Patent Rights (Small Business Firm or
Nonproflt Organization) (March 1982) Clause.

a. Bach fundlng agreement ‘awarded- to a small busrness
_ firm or domestic nonprofit organization which has as a purpose
the performance of experimental, developmental or research
Work shall contain the "Patent Rights (Small Business Firm or
Nonprofit Organization) {(March 1982)" clause set forth in
Attachment A with such modifications ‘and tailoring as may be
‘authorized in Part 8, except that the funding agreement may
contain alternative provrelons--

_ {1) when the funding agreement is for the operatron
of a Government—owned research or production facrlrty, or

: -(2): in exceptlonal circumstances when it is
determrned by the agency that restriction or elimination of
the right to retain title to any subiect invention will better

promote the policy and objectives of Chapter 38 of Title 35 of
the United States Code; or
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: (3) when it is determined by a Government authority
which is authorized by statuté or executive order to conduct
foreign intelligence or counterintelligence activities that
the restriction or elimination of the right to retain title to
any subject invention is necessary to protect the securlty of
such activities. .

- b. (1) Any determination under Part 7.a.(2) of this
Circular will be in writing and accompanied by a written
statement of facts justifying the determination. The state-~
ment of facts will contain such information as the funding
Federal agency deems relevant and, at minimum, will (i)
identify the small business firm or nonprofit organization
involved, (ii) describe the extent to which agency action
restricted or eliminated the right to retain title to a
subject invention, (iii) state the facts and rationale
supporting the agency action, (iv) provide supporting documen-
tation for those facts and rationale, and (v) indicate the
nature of any objections to the agency action and provide any
documentation in which those objections appear. A copy of
each such determination and written statement of facts will be
sent to the Comptroller General of the United States within 30
days after the award of the applicable funding agreement. 1In
cases of determinations application to small business firms,
copies will also be sent to the Chief Counsel for Advocacy of
the Small Business Administration. .

(2) To a551st the Comptroller General to
o accomplzsh his or her responsibilities under 35 U.5.C. 8202,
2 each Federal agency that enters into any funding agreements
with nonprofit organizations or small business firms during
the applicable reporting period shall accumulate and, at the
request of the Comptroller General, provide the Comptroller
General or his or her duly authorized representative the total
number of prime funding agreements entered into with small
business firms or nonprofit organizations that contain the
patent rights clause of Attachment A during each period of
October 1 through September 30, beginning October 1, 1982.

 C. (1) Agencies are advised that Part 7.a. applies to
subcontracts at any tier under prime funding agreements with
contractors that are other than small business firms or non-
profit organizations. Accordingly, agencies should take
appropriate action ' to ensure that this requirement is
reflected in the patent clauses of such prime funding agree-
ments awarded after March l, 1982,

. (2) In the event an agency has outstanding prime
funding agreements that do not contain patent £low-down
provisions consistent with either this Circular or OMB
Bulletin 81-22 (if it was applicable at the time the funding
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agreement was -awarded), the agency shall ‘take apprgpriate
action to ensure that small business firms or domestic non-
profit organization subcontractors under such prime funding
agreements that received their subcontracts after July 1,
1981, will receive rights in their subject inventions that are
consistent with P.L. 96-517 and this Circular. Appropriate
actions might include (i) amendment of prime contracts and/or
subcontracts; (ii) requiring the inclusion of the clause cof
Attachment A as a condition of agency approval of a subcon-
tract; or (iii) ‘the granting of title to the subcontractor to
identified subject inventicns on terms substantially the same
as contained in the clause of Attachment A in the event the
subcontract. contains .a . "deferred . determination” or
"acquisition by the Government" type of patent rights clause.

_ a. To qualify for the clause of Attachment A, a
prospective contractor may be required by an agency to certify
that it is either a small business firm or a domestic non-
profit organization. If the agency has reason to gquestion the
status of the prospective contractor as a small business firm
or domestic nonprofit organization, it may file a protest in
accordance with 13 C.F.R. 121.3-5 if small business firm
status is guestioned or require the prospective contractor to
furnish evidence to establish its status as a domestic non-
profit organization. SR B

8. Instructions for Modification“and‘Tailorihg'of the Clausge
of_Attachment A. - ' B : - T .

a.  Agencies should complete  the - blank in paragraph
g.{2) of the clause of Attachment A in accordance with their
own or applicable Government-wide regulations such as the FPR
or DAR. The flow-down provisions of the clause cited by the
?genci'should, of course, reflect the requirement of Part

+Cof{l). : o : : . : - :

b, Agencies should ~ complete - paragraph’ 1.
"Communications™ at the end of the clause of Attachment A by
designating a central point of contact for communications on
matters relating to the clause. Additional instructions on
communications may also be included in paragraph 1.

c. Agencies may replace the ‘italicized or underlined
words and - phrases with those appropriate to the particular
funding agreement. = For example "contract™ could :be replaced
by "grant®, "contractor"™ by "grantee", and “contractin
officer” by "grants otficer.” Depending on its uBET”“Feaera?
agency" can be replaced eithar by the identification Of the
agency or by the specification of:the:particular office or
official within that-agency:-» i Jadi =20 '
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a. Wwhen the agency head or duly authorized designee
determines at the time of contracting with a small business
firm or nonprofit organization that it would be in the
national interest to acquire the right to sublicense foreign
governments or international organizations pursuant to any
existing treaty or agreement, a sentence may be added at the
end of paragraph b. of the clause of Attachment A as follows:

"This license will inc¢lude the right of
the Government to sublicense foreign
governments . and international
organizations pursuant to the following
treaties or international agreements:
: ; or pursuant to any
future treaties or agreements with
foreign governments or international
organlzatlons.

The blank in the above should be completed with the names of
applicable existing treaties or international agreements. The
above language is not intended to apply to treaties or agree-
ments that are in effect on the date of the award which are not ;
listed. The above language may be modified by agencies by i
deleting the reference to future treaties or agreements or by o
otherwise more narrowly defining classes of future treaties or
agreements. The language may also be modified to make clear
that the rights granted to the foreign government or inter-
national organization may be £or additional rights beyond a
license or sublicense if so reqguired by the applicable treaty
or international agreement. For example, in some cases
exclusive licenses or even the assignment of title in the
foreign country involved might be required. Agencies may also
.modify the language above to provide for the direct licensing
by the contractor of the foreign government or 1nternatlona1
organization. .

e. To the extent not required by other provisions of
the funding agreement, agencies may add additional subpara-
graphs to paragraph (f) of the patent rights clause of Attach-
ment A to require the contractor to do one or more of the
following:

(1) 'Provide periodic (but no more frequently than
annually) listings of all subject inventions regquired to be
disclosed ‘during the period covered by the report:

{2) Provide a report prior to the close-out of a
funding agreement listing all subject inventions or stat1ng
that there were none;

(3) Prov1de notlfxcat1on of all subcontracts for
experzmental, developmental, or research work; and
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(4} Provide, qun request, the filing date., serial
number and title; a copy of the patent application; and patent

number and issue date for any subject invention in any country
in which the cangzactor has applled for patent&:°

“Part 9;.: Publlcatxon or Rulease of Inventlon Dlsclosures

 a. 35 v.S.Cc. B20% prov1des as follows.

“Fedezal agenc;es are authorlzed to withhold
from disclosure to the publ1c information dis-
closing any invention in which the Federal
Government owns oOr may own a right, title, or
interest (including a nonexclusive license)
for a reasonable time in order for a patent
application to be filed. Fur;hexmore, ‘Federal
agencxes -shall  not be requlred to release
- copies of any ‘document which is part of an
~application for patent filed with the United
‘States Patent and Trademark Offxce or with any
foreign patent off1ce. o o

b. To the extent author1yed by 35 U.S. c. 8205, agen01es

‘shall not disclose to third parties pursuant to requests under

the Freedom of Information Act (FOIA) any information disclos-

ing a subject invention for a reasonable time in order for a

patent application to be f£filed. With respect tc subject

~inventions of contractors that are small business firms or

nonprofit organizations, a reasonable time shall be the time

during which an initial patent application may be f£iled under

paragraph c¢. of the clause of Attachment A or such other

. clause that may be used in the funding agreement. However, an

agency may disclose such subject inventions under the FOIA, at

its discretion, after a contractor has elected not to retain

title or after the time in which the contractor is regquired to

make an election if the contractor has not made an election

within that time. Similarly, an agency may honor an FOIA

request at itsg discretion if it finds that the same informa-

. tion has previously been published by the inventor, contrac-

e tor, or otherwise. 1If the agency plans to file itself when

i the contractor has not elected title, it may, ©of course,
contlnue to ava11 1+self of the authorlty of 35 U.S. C. 8205.

c. As authorlzed by 35sTuLs: .C. §205, Federa&*agenc;ash
shall not release copies of any document which is part of an
application for patent filed on a subject inventjon to which a

small business firm- or nonproflt organlzation elected to
retain txtle.

d. A number of  agencies ‘have policies to encourage
public disse-ination of the results of work supported by the
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agency through publication in Government or other publicagiqns
of technical reports of contractors or others. 1In recognition
of the fact that such publication, if it included descriptions
of a subject invention, could create bars to obtaining patent
protection, it is the policy of the executive branch tpat
agencies will not include in such publication programs, copies
of disclosures of inventions submitted by small business firms
or nonprofit organizations, pursuant to paragraph c. of the
clause of Attachment A, except that under the same circum-
stances under which agencies are authorized tc release such
information pursuant to FOIA requests under Part 9.b. above,
agencies may publish such disclosures, .

e. Nothing in this Part is intended to preclude
agencies from inciuding in the publication activities
described in the first sentence of Part 9.d., the publication
of materials describing a subject invention to the extent such
materials were provided as part of a technical report or other
submission of the contractor which were submitted
independently of the reguirements of the patent rights provi-
sions of the contract. However, if a small business firm or
nonprofit organization notifies the agency that a particular
report or other submission contains a disclosure of a subject
invention to which it has elected or may elect title, the
agency will use reasonable efforts to restrict its publication
of the material for six months from date of its receipt of the
report or submission or, if earlier, until the contractor has
filed an initial patent application. Agencies, of course,
retain the discretion to delay publication for additional
periods of time. o

f. Nothing in this Part 9 is iﬁtended to limit the
authority of agencies provided in 35 u.S.C. B205 in circum-
stances not specifically described in this Part 9.

10. Reporting on Utjilization of Subject Inventions.

a. Paragrdph.h. of the clause of Attachment A prbvides
that agencies have the right to receive periodic reports from
the contractor on utilization of inventions. In accordance

- with such instructions as may be .issued by the Department of
.Commerce, -agencies shall obtain such information from- their

contractors. Pending such instructions, agencies should not
impose reporting regquirements. The Department of Commerce and

. .the_ agencies,..in..conjunction—with- representatives of small

business and nonprofit organizations, shall work together to
establish a uniform periodic reporting system.

b. To the extent any such data or information supplied
by the contractor is considered by the contractor, or its
licensee or assignee, to be privileged and confidential and is

- 80 marked, agencies shall not, to the extent permitted by

10
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35 U.S.C. B202(c)(5), disclose such information to persons

--outside the Government.

‘11, Retention of Rights by Inventor. Agencies which allow an
inventor to retaln rights to a subject invention made under a
funding agreement with a small business firm or nonprofit
organ1zatlon contractor, as authorized by 35 U.S.C. 8202(d),
will 1mpose upon - the inventor at least those conditions that
would apply to a small business firm contractor under para-
graphs d.(ii) and (111). £f.(4); h., i.; and j. of the clause
of Attachment A. _ _

12. Government A531gnment to Coﬂtrabtor of Rignts in
Invention of Government Emglo¥ee. In any case when a Federal
employee 1s.a co-inventor of any invention made under a
funding agreement with a small business firm or nonprofit
organization and the Federal agency employing such co-inventor
transfers or reassigns the right it has acquired in the
subject invention from its employee to the cOntractor as
‘authorized by 35 U.S.C. 202(e), the assignment will be made

subject to the same conditions as would apply tc the contrac-
tor under the clause of Attachment A.

'13. Exerc1se of March-in Rxghts.

a. 'The follow1ng procedures shall govern the exercise
of the march~in rights of the agencies set forth in 35 U.S.C.
8203 and the clause at Attachment A,

" b. | Whenever an agency receives 1nformat10n that it
believes might warrant the exercise of march-in rights, before
initiating any march-in proceeding in accordance with the
procedures of Part 13.c.-h. below, it shall notify the con-
tractor in writing of the information and request informal
written or oral comments from the contractor. In the absence
of any comments from the contractor within 30 days, the agency
may, at its discretion, proceed with the procedures below. If

~a comment is received, whether or not within 30 days, then the

agency shall, within 60 days after it receives the comment,
either initiate the procedures below or notify the contractor,
in writing, that it will not pursue march-in rights based on

- the 1nformat10n about wnich the contractor was notlfled.

A march-in proceeding shall be initiated by the

'1ssuance mf a written notice- by the agency-to.the. contractor

and its assignee or exclusive licensee, as applicable, stating
that the agency is considering the exercise of march-in
rights. fThe notice shall state the reasons for the proposed
march-in in terms sufficient to put the contractor on notice
of the facts upon which the action would be based and shall
specify the field or fields of use in which the agency is con-
sidering requir1ng licensing. The notice shall advise the

11
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contractor (assignee or exclusive licensee) of its rights, as
get forth in this Circular and in any supplemental -agency
regulations. The determination to exercise_march-in rights
ghall be made by the head of the agency or designee, except as
provided in part 13.]. below. L o _

- a. Within 30 days after receipt of the written notice
of march-in, the contractor (assignee or exclusive licensee)
may submit, in person, in writing, or through a representa-
tive, information or argument in opposition to the proposed
march-in, including any additional specific information which
raises a genuine dispute over the material facts upon which
the march-in is based. If the information presented raises a
genuine dispute over the material facts, the head of the
agency or designee shall undertake or refer the matter to
another official for fact~-finding. '

‘e. Fact-finding shall be conducted in accordance with
the procedures established by the agency. = Such procedures
shall be as informal as practicable and be consistent with
principles of fundamental fairness. The procedures should
afford the contractor the opportunity to appear with counsel,
submit documentary evidence, present witnesses and confront
such persons as the agency may present. A transcribed record

- shall be made and shall be available at cost to the contractor
upon request. The requirement for a transcribed record may be
waived by mutual agreement of the contractor and the agency.
Any portion of a fact-finding hearing that involves testimony
or evidence relating to the utilization or efforts at obtain-
ing utilization that are being made by the contractor, its
assignee, or licensees shall be closed to the public, includ-
ing potential licensees. '

f.. The official conducting the fact-finding shall
prepare written findings of fact and transmit them to the head
of the agency or designee promptly after the conclusion of the
fact-finding proceeding. A copy of the findings of fact shall
be sent to the contractor {assignee or exclusive licensee) by
registered or certified mail. . o : :

g. In cases in which fact-finding has been conducted,
the head of the agency or designee shall base his or her
determination on the facts found, together with any other :
information and argument submitted by the contractor (assignee i
or exclusive licensee), and any other information in the
administrative record. The consistency of the exercise of
march-in rights with the policy and objectives of 35 U.S.C.
8200~206 and this Circular shall also be considered. In cases
referred for fact-finding, the head of the agency or designee
may reject only those facts that have been found that are
clearly errconeous. Written notice of the determination
whether march-in rights will be exercised shall be made by the

12
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head of the agency or designee and sent to the contractor
(assignee or exclusive licensee) by certified or rgglgtered
mail within 20 days after the completion of fact-finding or
the proceedings will be deemed to have been terminated and
thereafter no march-in based on the facts and reasons upon
which the proceeding was initiated may be exercised.

h. An agency may, at any time, terminate a march-in
proceeding if it is satisfied that it does not wish to exer-
cise march-in rights.

"i. The procedures of this Part shall also apply to the
exercise of march-in rights against inventors receiving title
to subject inventions under 35 U.S.C. 8202(d) and, for that
purpose, the term "contractor"™ as used in this Part shall be
deemed to include the inventor. :

j. Notwithstanding the last sentence of Part 13.c., a
determination to exercise march-in in cases where the subiject
invention was made under a contract may be made initially by
the contracting officer in accordance with the procedures of
the Contract Disputes Act. 1In such cases, the procedures of
the Contract Disputes Act will apply in lieu of those in Parts
13.d.-g. above (except that the last sentence of Part 13.e.
shall continue to apply). However, when the procedures of
this Part 13.j. are used, the contractor, assignee, or
exclusive license will not be required to grant a license and
the Government will not grant any license until after either:
(1) 90 days from the date of the contractor's receipt of the
contracting officer's decision, if no appeal of the decision
has been made to an agency board of contract appeals, or if no
action has been brought under Section 10 of the Act within
that time; or (2) the board or court, as the case may be, has
made a final decision in cases when an appeal or action has
been brought within 90 days of the contracting officer's

decision.

' k. Agencies are authorized to issue supplemental
procedures, not inconsistent herewith, for the conduct of
march-in proceedings. o o : -

14. Appeals.

~_a. The agency official initially authorized to take any
of the following actions shall provide the contractor with a
written statement of the basis for his or her action at the
time the action is taken, including any relevant facts that
were relied upon in taking the action:

(1) A refusal to grant an extension under paragraph

c.(4) of the clause of Attachment A.

13
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(2) A request for- ‘a ccnveyance of ‘title under
paragraph d. of the clause of Attachment A. : _

(3) A refusal to grant a waiver under paragraph i
of the clause of Attachment A, _ _

(4) A  refusal to approue an .assignment under
paragraph k. (1) of the clause of Attachment A. '

(5) A refusal to approve an extension of “the
exclusive license perxod under paragraph k.(2) of the clause
of attachment A, : ‘ . :

. b. Each agency shall estab11sh and pubiish procedures
under which any of the agency actions listed in Part 1l4.a.
above may be appealed to the head of the agency or designee.
Review at this level shall consider both the factual and legal
basis for the action and its consistency with the policy and
objectlves of 35 J. 8.C. 8200- 206 and this Circular.

c. Appeals procedures establlshed under Part 14.b.
above ghall include administrative due process procedures and
standards for fact-finding at least comparable to those set
forth in Part 13.e.-g. of this Circular whenever there is a
dispute as to the factual basis for an agency request for a
conveyance of title under paragraph d. of the clause of
Attachment A, including any dispute as to whether or not an

_1nvent10n is a subject invention. :

_ a. - To the extent that any of the actions descrlbed in
Part l4.a. are subject to appeal under the Contracts Dispute
Act, the procedures under that Act will satisfy the req01re-
ments of Parts 1l4.b, and c. above. - . . _

15. Licensing nf Background Patent Rights to Third Parties.

- A funding agreement with a small business firm or a
domestic nonprofit organization will not contain a provision
allowing a Federal agency to require the licensing to third
parties of inventions owned by the contractor that are not
subject inventions unless such provision has been approved by
the agency head and a written justification has been signed by
the agency head. Any such provision will clearly state
whether the licensing may be required in connection with the
practice of a subject invention, a specifically identified
work object, or both. The agency head may not delegate the
authority to approve such prov1sxons or to sign the justifica-
tion required for such provrsrons. :

'b. A Federal agency will not require the licensing of

thrrd parties under any such provision unless the agency head
determines that the use of the invention by others is

14
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necessary for the practice of a subject invention or for the

use of a work object of the funding agreement and that such

action is necessary to achieve practical application of the

~subject invention or work object. Any such determination will

be on the record after an opportunity for an-agency hearing,

and the contractor shall be given prompt notification of the
determination by cert1£1ed or registered mail.

16. Administration of Patent Rights Clause.

. a. It is- xmportant ‘that the Government and the
contractor know and exercise their rxghts in subject inven-
tions in order to ensure their expeditious avajlability to the
public, to enable the Government,..the contractor, and the
public to avoid unnecessary payment of royalties, and to
defend themselves against claims and suits for patent
infringement. To attain these ends, contracts should be so

-admlnlstered that. . : -

. (1) Inventxons are 1dentified, disclosed, and an
election is made as required by the contract clause.

(2) The rxghts of the Government in such inventions
are establlshed-- : _ .

(3}--When' appropriate, patent applications are
timely filed and prosecuted by  contractors or by the
Government; : _ "

(4) The '.rights Hin patent" epplications . are
documented by formal instruments such as licenses or
- assignments; = - R o ‘

(5} Expedlt1ous commerc1al utilization of such
1nvent1ons is achieved. :

b. With ‘respect to the conveyance of 1license or
assignments to which the Government may be entitled under the
clause of Attachment A, agencies should follow the guidance
prov1ded 1n 41 CFR 1-9.109- 5 or 32 CFR %-109.5.

Ce ~In the 'event a subject 1nvent10n is made under
funding agreements of more than one agency, at the request of
the contractor or on their own initiative, the agencies shall
designate one agency as responsible for administration of the
'r1ghts of the Government 1n the invention.

17. nodlfxcat1on of Ex;stlng Agency Regulations.

a. "Exlstlng agency patent requlations or other
publlshed policies concerning inventions made under funding
‘agreements shall be modlfred as necessary to make them

15
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consistent with this Circular and 35 U.S. C. 5200-206. Agency
regulatrons shall not be more restrictive or burdensome than

_the provisions of this Circular.

' b.  After March 1, 1982, this Czrcular and 35 U.S. C.
5200 206 shall take precedence over any conflicting agency
regulations or pol1cres.

.18. Lead Agency De51gnat1on. In order to assist the Office
of Federal Procurement Policy to ensure that 35 U.S.C. B200-
206 and this Circular are implemented in a uniform and consis-
‘tent manner, the following responsibilities are. ass1gned to

_ the Department of Commerce (hereafter referred to as "The
Department ). Other agencies shall fully cooperate and assist
1n the ‘carrying out of these respons1b1l1t1es-

a. The Department will monltor agency regulations ‘and
_procedures for consistency with the Act and this Circular, and
it shall provide recommendations to OFPP and agencies whenever
it finds inconsistencies.

'b.  The Department will consult with representatives of
19 agencies and contractors to obtain advice on -~

_ | (1) the development of the periodic reporting
system required under Part 10 of this Circular, and .

i {2) changes in this Circular which may be needed
based on - actual experlence under the Circular. :

' C. The Department will accumulate, maintain, ~and
publish such statistics and analysis on utilization and
activities under this Circular and under Government patent
pol1c1es and practices generally, as may be agreed to between
the Department and OFPP.

d. The Department will make recommendations to OFPD on
changes that may be needed in this C1rcu1ar.

19. Sunset Review Date. ThlS Circular shall have a polxcy
review no later than three years from the date of its
issuance. ‘ : . :

20. Inquiries. All questions or inquiries should be
submitted to the Office of Management and Budget, Office of
Federal Procurement Policy, telephone number (202) 395-6810.

Ao.'.

' ] - _ Stockman
Admrnrstrator _ Director

16
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ATTACHMENT A
CIRCULAR A-124

o The following is the standard patent rights claused to be used
? in funding agreements as provided in Part 7.

PAIEWTRIGHTS(SmallBusinessFirmSahd
Nonprofit Organizations) (March 1982)

‘a. Definitions .-

o (1) "Invention" means any invention or discovery
which is or may be patentable or otherwise protectable under
T1t1e 35 of the Unlted States Code.

(J) "Subject Inventlon" means any invention of the
contractor conceived or first actually reduced to practice in
the performance of work under this contract.

: (3)  "Practical Application” means to manufacture in
the case of a composition or product, to practice in the case
of a process or method, or to operate in the case of a machine
or system; and, in each case, under such conditions as to
establish that the invention' is being utilized and that its
benefits are, to the extent permitted by law or Government
regulatlons, ava11ab1e to the public on reasonable terms.

(4) "Made“ when used in relation to any invention

means the conceptlon or first actual reduction to practice of
such lnventlon. -

: {5) "Small Bu31ness Firm" means a small business
concern as defined at Section 2 of Public Law B5-536 (15
U.S5.C. 8632) and implementing regulations of the Administrator
of the Small Business Administration. For the purpose of this
clause, the size standards for small business concerns
‘involved in Government procurement and subcontracting at 13
C.FéR. 121.3-8 and 13 C.F.R. 121.3-12, respectively, will be
used. _ o S .

_ _ (6) “Nonproflt Organ1zat10n" means a university or
'other institution of nlgher education or an organization of
the type described in section 501(c)(3) of the Internal
~ Revenue Code of 1954 (26 USC 8501(c)) and exempt from taxation
under section 501(a) of the Internal Revenue Code .{26 USC
8501(a)) or any nonprofit scientific or educational organlza-
tion qualified under a state nonprofit organization statute.

17
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b. Allocation of Principal Rights

. The contractor may :etaln the entire right, title,
and interest tﬁrougﬁout the world to each subject invention
subject to the provisions of this clause and 35 U.S.C. 203,
With respect to any subject invention in which the contractor

- retains title, the Federal Government shall have a non-exclu-
s§ive, non-transferable, irrevocable, paid-up 1license to
practice or have practiced for or on behalf of the United
States the subject invention throughout the world.

c. Invention Disclosure, Electlgn of Title and Filing
of Patent Applications by CQntractor. ' 3

' {1) The contractor will disclose each subject

invention to the Federal agency within two months after the

inventor discloses it 1in writing to contractor personnel
respons;ble for patent matters. The disclosure to the agency

shall be in the form of a written report and shall identiry

the contract under which ‘the inventicn was made and the
inventori(s). It shall be sufficiently complete in technical

detail to convey a clear understanding, to the extent known at

the time of the disclosure, of the nature, purpose, operation,

and the physical, chemical, biclogical or electrical charac-

teristics of the invention. =~ The disclosure shall also

identify any publication, on sale or public use of the inven~ I
tion and whether a manuscript describing the invention has i
been submitted for publication and, if so, whether it has been i
accepted for publication at the time of disclosure. o In

addition, after disclosure to the agency, the contractor will

promptly notify the agency of the acceptance of any manuscript

.describing the invenfion %or publication or of any on sale or

.public use planned by the contractOI.

{2) The contractor will elect in wr1t1ng whether or
not to retain title to any such invention by notifying the
Federal agency within twelve months of disclosure to the con-
tractor; provided that in any case where publication, on sale
or public use has initiated the one year statutory per;od
wherein valid patent protection can.still be obtained in the
United States, the period for election of title may be
shortened by the agency to a date that is no more than 60 days

- prior to the end o% tﬁe statutory period. ‘ :

y (3) The contractor will file its 1n1t1a1 patent
appllcat1on on an eélected invention within two years after
election or, if earlier, prior toc the end of any statutory
period wherein valid patent protection can be obtained in the
United States after a publication, on sale, or public use.
The contractor will file patent applications in additional
countrles within either ten months of the corresponding
initial patent application or six months from the dJdate
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permission is granted by the Commissioner of Patents and
‘Trademarks to file foreign patent applications where such
filirig has been prohibited by a Secrecy Order.

' ' (4) Requests for extension of the time for
disclosure to the agency, election, and filing may, at the
- discretion of the funding Federal agency, be granted.

~d.  Conditions When the Government May Obtain Title.

(1) The contractor will cbnvey to the Federal
~ agency, upon written request, title to any subject invention:

- (i) If the contractor fails to disclose or
elect the subject invention within Che times specified in c.
above, or elects not to retain title.

T "(ii) In- those - countries in  which the

- contractor fails to file patent applications within the times

specified in c. above; provided, however, that if the

contractor has filed a patent application in a country after

the times specified in c., above, but prior to its receipt of

the written request of the Federal agency, the contractor
shall continue to retain title in that country.

_ (iii) In any «country in which the
contractor decides not to continue the prosecution of any
application for, to pay the maintenance fees on, or defend in
reexamination or opposition proceeding on, a patent on a

' subject invention. S : :

e. Himimum'nights to Contractor

-~~~ (1) The contractor will retain a nonexclusive,
royalty-free license throughout the world in each subject
invention to which the Government obtains title except if the
contractor fails to disclose the subject invention within the

times spec{fied in c., above. The contractor's license
extends to its domestic subsidiaries and affiliates, if any,

within the corporate structure of which the contractor is a
party and includes the right to grant sublicenses of the same
‘scope to the extent the contractor was legally obligated to do
so at the time the contract was awarded. The license is
transferable only with the approval of the funding Federal
agency except when transferred to the successor of t%at party
- o% the contractor's business to which the invention pertains.

o (2)- The ' contractor's domestic 1license may be.
revoked or modified by the funding Federal agency to the
extent necessary to achieve expeditious practical application
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of the subject invention pursuant to an application for an
¢xclusive license submitted in accordance with ;ppligable
provisions in the Federal Property Management Regulations.
This license will not be revoked in that field of use or the
geographical areas in which the contractor has acpieved
practical application and continues to make the benefits of
the invention reasonably accessible to the public. The
" licenise in any foreign country may be revoked or modified at
the discretion of the funding Federal agency to the extent the
contractor, its licenseeés, or 1ts Eomestlc subsidiaries or
- afFiliates have failed. to achieve practical application in
- that foreign country. R _ _

K : (3) Before revocation or modification of the
license, the funding Federal agency will furnish. the
contractor a written notice of 1its 1intention to revoke or
modily the license, and the contractor will be allowed thirty

- days (or such other time as may be authorized by the fundin
Federal agency for good cause shown by the contractor) after
the notice to show cause why the license should not be revoked
or modified. The contractor has the right to appeal, in
accordance with applicable regulations in the Federal Property
Management  Regulations concerning  the licensing of
Government-owned inventions, any  decision concerning the
revocation or modification of its license.

f. Contractor Action to Proteét_ the Governments
Interest B RS

-~ {1) The contractor agrees to execute or to have
executed and promptly deliver to the PFederal a%encx all
instruments necessary to (i} establish or confirm the rights
the Government has throughout the world in those subject

~inventions to which the contractor elects to retain title, and

~ (ii) convey title to thé Federal agency when requested under

- paragraph d. above, and to enable the Government to obtain
patent protection throughout the world in that subject
‘invention. : : o SR

(2) The contractor agrees to require, by written
agreement, its employees, other than clerical and non-
technical employees, to disclose promptly in writing to per-
sonnel identified as responsible for the administration of
patent matters and in a format suggested by the contractor
each subject invention made under contract in order that the
contractor can comply with the disclosure provisions of
paragraph .c. above, and to execute all papers necessary to
file patent applications . on subject inventions and to
establish the Government's rights in the subject inventions.

- This disclosure format should require, as a minimum, . the
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information required by c.(l) above. The contractor shall
instruct such employees through employee agreemenEs or other
suitable educational programs on the importance of reporting
‘inventions in sufficlent time to permit the filing of patent
appllcatlons prror to U.S. or foreign statutory bars.

‘ : (3) The" contractor will notify the Federal agency
of any decision not to continue the prosecution of a patent
application, pay maintenance fees, or defend in a reexamina-
“tion or opp051t10n proceeding on a patent, in any country, not

less than thirty days before the expiration of the response
perxod requ1red by the relevant patent office.

(4) The contractor agrees to include, within the
spec1f1cat1on of any United States patent application and any
patent issuing thereon covering a subject invention, the
following statement, "This invention was made with Government
support under (identify the contract) awarded by (identify the

Federal aqency). The Government has certain rlghts in this
1nvent10n.

” g. | Suboontracts

- {1) The contractor will include this clause,
suitably modified to 1identify the parties, in all subcon-
tracts, regardless of tier, for experimental developmental or
research work to be performed by a small business firm or
domestic nonprofit organization. The subcontractor will
retain all rights provided for the contractor in this clause,
and the contractor will not,as part of the consideration for

awarding the subcontract, obtaln rights in the subcontractor“s_
subject inventions.

(2) The contractor will include in 'all other
~ subcontracts, regardiess of tier, for experimental, develop-
mental or research work the patent rights clause required by

(cite section of agency 1mplement1ngﬁ regulations, FPR, or
DAR) '

(3) In the case ofxsubcontracts, at any tier, when
the prime award with the Federal agency was a contract (but
not a grant or cooperative agreement), the agency, subcontrac-

~tor, and the contractor agree that the mutual obligations of
‘the parties created by this clause constitute a contract
between the subcontractor and the Federal agency with respect
to those matters covered by this clause.

h. Reporting on Utrlizat1on of Subject Inventions

‘The contractor agrees to submit on request periodic
reports no more freguentiy than annually on the utilization of
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a subiect 1nventron or on efforts at obtaining such utilize—
tion that are being made by the contractor or its licensees or
assignees. Such reports shall inciude information regarding
the status of development, date of first commercial sale or
use, gross royalties received by the contractor, and such
other data and information as the a?encx may reasonably
specify. The contractor also agrees to provide additional
reports as may be reguested by the agency in connection with
any march-in proceeding undertaken by Eﬁe agency in accordance
with paragraph j. of this clause. To the extent data or
information supplied under this section is considered by the
contractor, its licensee or assignee to be privileged and con-
fidential and is so marked, the agency agrees that, to the
extent permitted by 35 USC B202(c it will not disclose i
such 1nformatxon to persons outsxde the Government. P

' ie ' Preference for Unrted States Industry

. Notwithstanding any other provision of this claule,
the contractor agrees that neither it nor any assignee will
grant to any person the exclusive right to use or sell any
subject invention in the United States unless such person
agrees that any products embodying the subject invention or
produced through the use of the subject invention will be
manufactured substantially in the United States. However, in
individual cases, the requirement for such an agreement may be
waived by the Federal agency upon a showing by the contractor
or its assignee that reasonable but unsuccessful efforts have
been made to grant licenses on similar terms to potential
licensees that would be likely to manufacture substantially in
the United States or that under the circumstances domestic
manufacture is not commercially fea51b1e.

j. 'March-in Rights"

‘The contractor - agrees that with respect to eny
subject invention in which it has acquired title, the Federal
agenc¥ has the right in accordance with the procedures 1n OMB
‘Circular A- (and agency regulations at __ ) to require the
contractor, an assignee or exclusive liCensee of a subject
invention to: grant a non-exclusive, partially exclusive, or
exclusive license in any field of use to a responsible appli-
cant or applicants, upon terms that are reasonable under the
circumstances, and if the contractor assignee, or exclusive
licensee refuses such-a request, the Federal agency has the
right to grant such a 11cense itself 1f the Federal agency
determines that: : -

(1) - Such ~action - is necessary because the
contractor or assignee has not taken, or is not expected to
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take within a reasonable time, effective steps to achieve
_ pract1cal app11cation of the subject invention in such field
of use. . . .

(2) Such aCtloﬁ is necessary to alleviate health or
safety needs which are not reasonably satisfied by the
contractor, assignee, or therr licensees-

_ -~ {3) Such action 1s necessary to meet requ1rements
for public use specified by Federal regulations and such
requlrements are not reasonably satisfied by the contractor,

. assrgnee, or 11censees- or _

(4) ‘Such action is necessary because the agreement
required by paragraph i of this clause has not been obtained
or waived or because a licensee of the exclusive right to use
or sell any subject invention in the. United States is in
breach of such agreement.

K. Special Provisions for Contracts with Non-profit
Organizatzons :

I1f the contractor is a non-profit organization, it
agrees that:

(1) Rights to a subject invention in the United
States may not be assigned without the approval of the Federal
agency, except where such assignment is made to an organiza-
tion which has as one of its primary functions the management
of inventions and which is not, itself, engaged in or does not
hold a substantial interest in other organizations engaged in
the manufacture or sale of products or the use of processes
that might utilize the invention or be in competition with
embodiments of the invention provided that such assignee will
be subject to the same provisions as the contractor);

(2) The contractor may not grant exclus1ve
licenses under United States patents or patent applications in
subject inventions to persons other than small business firms
for a period in excess of the earlier of:

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

(ii) eight years from the date of the exclusive
license excepting that time before regulatory agencies neces-
sary to obtain premarket clearance, unless on a case-by-case
basis, the Federal agency approves a longer exclusive license.
If exclusive field of use licenses are granted, commercial
sale or use in one field of use will not be deemed commercial
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sale or use as to other fields of use, and a first commercial
sale or use with respect to a product of the invention will

not be deemed to end the exclusive period to different subse-
_quent products covered by the invention.

(3) The contractor will share royalties collected on a
SUbJEut inventIon with the inventor; and

(4) The balance of any royalties or income ‘earned by the
cointractor with respect to subject inventions, after payment
of expenses (including payments to inventors) incidental to
the administration of subject inventions, will be utilized for
the support of scientific research or education;

I. . Communications. (Complete According to Instructions at
Part ¥.b. of this Circular). .

. END OF CLAUSE
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